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STRENGTHENING AMERICA’S COMMUNITIES:
IS IT THE RIGHT STEP TOWARD GREATER
EFFICIENCY AND IMPROVED ACCOUNTABIL-
ITY?

TUESDAY, MARCH 1, 2005

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FEDERALISM AND THE CENSUS,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:03 a.m., in room
2154, Rayburn House Office Building, Hon. Michael R. Turner
(chairman of the subcommittee) presiding.

Present: Representatives Turner, Dent and Foxx.

Staff present: John Cuaderes, staff director; Shannon Weinberg,
counsel; Ursula Wojciechowski, professional staff member; Juliana
French, clerk; Neil Seifring, Hon. Turner, legislative director; Stacy
Barton, Hon. Turner, chief of staff; Erin Maguire, Hon. Dent, LC;
David McMillen and Adam Bordes, minority professional staff
members; Earley Green, minority chief clerk; and Cecelia Morton,
minority office manager.

Mr. TURNER. Good morning. A quorum being present, this hear-
ing of the Subcommittee on Federalism and the Census will come
to order.

Welcome to the Subcommittee on Federalism and the Census.
This is the first oversight hearing entitled, “Strengthening Ameri-
ca’s Communities: Is It the Right Step Toward Greater Efficiency
and Improved Accountability?” Today’s hearing is the first meeting
of this newly established subcommittee.

Before I move on, I would like to thank our chairman Tom Davis
for establishing this new subcommittee. As a former county admin-
istrator, Chairman Davis understands the importance of the inter-
governmental dynamics between Federal, State and local govern-
ments, and I thank him for his leadership in establishing this sub-
committee.

On February 7, 2005, the administration unveiled a plan in the
fiscal year 2006 budget to consolidate 18 existing direct grant, eco-
nomic, and community programs managed by five Federal agencies
into a single direct grant program within the Department of Com-
merce. The grants previously awarded under these programs would
be awarded in the name of the newly formed Strengthening Ameri-
ca’s Communities grant program. The budget for these 18 programs
would drop 30 percent, from $5.31 billion in fiscal year 2005 to
$3.71 billion in fiscal year 2006.

o))
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To underscore the enormous impact that this new proposal would
have on State and local governments, consider that in fiscal year
2005, the Community Development Block Grant program alone was
funded at $4.15 billion, $450 million more than the $3.7 billion re-
quested for the new Strengthening America’s Communities grant
program in fiscal year 2006.

The administration’s Strengthening America’s Communities ini-
tiative is described as a unified direct-grant program focusing on
America’s most economically distressed communities with the in-
tent of creating the conditions for economic growth, robust job op-
portunities and livable communities. While these are certainly
laudable goals, there is widespread concern and many unanswered
questions about this wide-reaching proposal. The purpose of this
hearing is to better understand the administration’s proposal and
to begin an important dialog on some of the strong concerns raised
by stakeholders involved in administrating these programs.

The rationale behind the reorganization of these 18 programs is
to refocus the grant moneys on the original intent of each of the
programs. According to a review by the Office of Management and
Budget, most of the 18 grant programs lack clear goals or sufficient
accountability. Further, many of the grants overlap in key areas,
resulting in duplicative efforts and wasted money. The goal of the
administration’s Saving American Communities proposal—
Strengthening America’s Communities proposal is to make these
grant programs not only more efficient and effective but to improve
the measures of success within a community and instill a greater
accountability. Additionally, the administration aims to simplify ac-
cess to these grant programs and set new eligibility criteria.

I commend the administration for initiating a conversation about
how to best utilize tax dollars to help distressed areas address the
community and economic development challenges they face. There
appears to be broad recognition that the programs targeted for
elimination or consolidation need reform. However, there are sev-
eral aspects of this proposal that concern me. Most significantly,
the administration is proposing a massive realignment of programs
associated with longstanding and complex programs, such as hous-
ing, job creation, business and community and economic develop-
ment. We do not have specific details on this reorganization plan
or a transition plan to move these programs to the Department of
Commerce.

Finally, the administration has not spelled out a clear rationale
for reducing the historic role of HUD in addressing these issues.
The Department of Commerce does not have historic successes in
urban revitalization.

One concern of our subcommittee will be determining if the pro-
posal actually creates rather than diminishes duplication among
Federal programs. Another will be focusing upon what, if any,
metrics can be applied to the administration’s proposal to deter-
mine the proposal’s likely success.

The administration has proposed a far-reaching restructuring of
the role the Federal Government plays in improving our distressed
areas. I look forward to an in depth discussion about this proposal
and how it is expected to perform more effectively than the current
programs in aiding our communities. I welcome the views of those



3

who administer and analyze these programs in helping us under-
stand the impact of the administration’s plans.

We have two panels of witnesses before us to help us understand
the implications of the Strengthening America’s Communities pro-
gram. First, we will hear from Mr. Roy Bernardi, the Deputy Sec-
retary of the Department of Housing and Urban Development. Be-
cause the CDBG program is a major component of the Strengthen-
ing America’s Communities program, I have asked HUD to give the
subcommittee an overview of how the current system is run and
perhaps even ideas about how the current system can be improved.

Also, on the first panel, we will hear from Mr. Clay Johnson III,
Deputy Director for Management at the Office of Management and
Budget; and from the Department of Commerce, Mr. David Samp-
son, Assistant Secretary of Commerce for Economic Development.
OMB played a large role in creating the Strengthening America’s
Communities program while Commerce will be the chief implemen-
ter under the proposed plan.

The second panel will consist of stakeholder representatives from
the U.S. Conference of Mayors, the National League of Cities, the
National Association of Counties and the National Community De-
velopment Association. We have the Honorable Don Plusquellic,
mayor of Akron, OH, on behalf of the U.S. Conference of Mayors;
Mr. Angelo Kyle, president of the National Association of Counties;
on behalf of the National Community Development Association and
the National Association for County Community and Economic De-
velopment, Chandra Western, the executive director.

Last, but not least, we have the Honorable Mr. James Hunt,
councilman for the city of Clarksburg, WV, testifying on behalf of
the National League of Cities.

I look forward to the expert testimony of our distinguished pan-
elﬁ, and the leadership that they will provide today. Welcome to you
all.

For additional information, today’s hearing can be viewed via live
Webcast at reform.house.gov on the multimedia link, live multi-
media stream.

I now yield to our vice chairman, Mr. Dent, for an opening state-
ment.

[The prepared statement of Hon. Michael R. Turner follows:]
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OPENING STATEMENT
Welcome to the Subcommittee on Federalism and the Censns’ first oversight hearing entitled “Strengthening America's
Communities—Is It the Right Step Toward Greater Efficiency and Improved Accountability?” Today’s hearing is the
first meeting of this newly established Subcommittee. Before we move on, I would like to thank Chairman Tom Davis for
blishing this new Subcommi As a former county administrator, Chairman Davis understands the importance of the
intergovernmental dynamics between federal, state and local governments, and I thank him for his leadership.

On February 7, 2005 the Administration unveiled a plan in the FY2006 budget to consolidate 18 existing direct grant
economic and comrnunity development programs, managed by five federal agencies, into a single direct grant program
within the Department of Commerce. The grants previously awarded under these programs would be awarded in the
name of a newly formed St hening America’s Cc ities (SAC) grant program.

The budget for these 18 programs would drop 30% from $5.31 billion in FY2005 to $3.71 billion in FY2006. To

underscore the enormous impact that this new proposal would have on state and local governments, consider that in

FY2005 the Community Development Block Grant (CDBG) program alone was funded at $4.15 billion, $450 million
ore than the $3.7 biflion requested for the new SAC grant program in FY2006.
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The Administration’s Strengthening America’s Communities (SAC) initiative is described as “a unified direct-grant
program focusing on Armerica’s most economically distressed communities” with the intent of creating “the conditions for
economic growth, robust job opportunities, and livable cormunities.” While these are certainly laudable goals, there is
widespread concern — and many unanswered questions - about this wide-reaching proposal. The purpose of this hearing is
to better undh d the Admini ion’s proposal and begin an important dialog on some of the strong concerns raise
stakeholders involved in administering these programs.

The rationale behind the reorganization of these 18 programs is to refocus the grant monies on the original intent of each
of the programs. According to a review by the Office of Management and Budget, most of the 18 grant programs lack
clear goals or sufficient accountability. Further, many of the grants overlap in key areas resuiting in duplicative efforts
and wasted money. The goal of the Administration’s SAC proposal is to make these grant programs not only more
efficient and effective, but to improve the measures of success within a community and to instill greater accountability.
Additionally, the Administration aims to simplify access to these grant programs and set new eligibility criteria

I commend the Administration for initiating a conversation about how to best utilize tax dollars to help urban areas
address the community and economic development challenges they face. There appears to be broad recognition that the
programs targeted for elimination or consolidation need reform. However, there ate several aspects of this proposal that
concern me. Most significantly, the Administration is proposing a massive realignment of programs associated with
longstanding and complex problems such as housing, job creation, business, community and economic development. We
do not have specific details on this reorganization plan, or a transition plan to move these programs to the Department of
Commerce. Finally, the Administration has not spelled out a clear rationale for reducing the historic role of HUD in
addressing these issues. The Department of Commerce does not have historical successes in urban revitalization.

One concern of our Subcommittee will be determining if the proposal actually creates rather than diminishes duplication
among federal programs. Another will be focusing upon what, if any, metrics can be applied to the Administration’s
proposal to determine its likely success.

The Administration has proposed a far-reaching restructuring of the role the federal government plays in improving our
urban areas. look forward to an in-depth discussion about this proposal and how it is expected to perform more
effectively than current programs in aiding our cities. I welcome the views of those who administer and analyze these
programs in helping us understand the impact of the Administration’s plans.

We have two panels of witnesses before us to help us understand the implications of the Strengthening America’s
Communities program. First, we will hear from Mr. Roy Bernadi, the Deputy Secretary of the Department of Housing
and Urban Development. Because the CDBG program is a major component of the SAC program, I have asked HUD to
give the Subcommittee an overview of how the current system is run and perhaps even ideas about how the current system
could be improved.

Also on the first panel, we will hear from Mr. Clay Johnson, IIi, Deputy Director for Management at the Office of
Management and Budget, and from the Department of Commerce, Mr. David Sampson, Assistant Secretary of Commerce
For Economic Development. OMB played a large role in creating the S hening America’s Ce ities Program
while Commerce will be the chief implementer under the proposed plan.

The second panel will consist of stakeholder representatives from the U.S. Conference of Mayors, the National League of
Cities, the National Association of Counties, and the National Community Development Association. We have the
Honorable Don Plusquellic, Mayor of Akron, Ohio, on behalf of the U.S. Conference of Mayors and Mr. Angelo Kyle,
President of the National Association of Counties. On behalf of the National Community Development Association and
the National Association for County Community and Economic Development, Ms. LaShea Smith, the Community
Development Administrator from my hometown, Dayton, Ohio will testify. Last but not least, we have the honorable Mr.
James Hunt, Councilman for the City of Clarksburg, West Virginia, testifying on behalf of the National League of Cities.

T eagerly look forward to the expert testimony our distinguished panel of leaders will provide today.

HiHHH



6

Mr. DENT. Thank you, Mr. Chairman. I appreciate this oppor-
tunity.

Last week, I had the opportunity to spend time with many of the
housing advocates in my community who expressed to me their
concerns and reservations about some aspects of the administra-
tion’s proposal with respect to the consolidation and proposed cuts
in HUD funding generally. So I just really look forward to hearing
what you have to say.

There is a great deal of concern about HOPE VI in particular as
well as some other initiatives. So, with that, I will stop now, and
just look forward to receiving your testimony. Thank you.

Mr. TURNER. We will now start with the witnesses. Each witness
has kindly prepared written testimony which will be included in
the record of this hearing. Each witness has also prepared an oral
statement summarizing their written testimony. Witnesses will no-
tice that there is a timer light on the witness table. The green light
indicates you should begin your remarks, and the red light indi-
cates that your time has expired. In order to be sensitive to every-
one’s time schedule, we ask that witnesses cooperate with us in ad-
hering to the 5-minute time allowance for their oral presentation,
and we will follow that with a question-and-answer period. We will
not strictly enforce the red light; if it comes on and you are in the
middle of something, feel free to conclude.

It is the policy of this committee that all witnesses are sworn in
before they testify. So if you would please stand and raise your
right hands.

[Witnesses sworn.]

Mr. TURNER. Let the record show that all witnesses responded in
the affirmative.

And we will begin our testimony with Secretary Bernardi.

STATEMENTS OF ROY A. BERNARDI, DEPUTY SECRETARY, DE-
PARTMENT OF HOUSING AND URBAN DEVELOPMENT; CLAY
JOHNSON III, DEPUTY DIRECTOR FOR MANAGEMENT, OF-
FICE OF MANAGEMENT AND BUDGET; AND DAVID A. SAMP-
SON, ASSISTANT SECRETARY OF COMMERCE FOR ECO-
NOMIC DEVELOPMENT, DEPARTMENT OF COMMERCE

STATEMENT OF ROY A. BERNARDI

Mr. BERNARDI. Good morning, Mr. Chairman, and members of
the subcommittee.

I am Roy Bernardi, Deputy Secretary of the Department of Hous-
ing and Urban Development. And on behalf of Secretary Alphonso
Jackson, HUD appreciates the opportunity to appear today with re-
gard to the Bush administration’s Strengthening America’s Com-
munities Initiative.

The goal of the initiative, Mr. Chairman, as you indicated, is to
consolidate collection of 18 community and economic programs
spread across five Federal departments. And I am sure we will get
into that. The subcommittee has asked that I focus on providing an
overview of how CDBG and related HUD programs are adminis-
tered by the Department. In addition to CDBG, the proposed initia-
tive would consolidate and replace other much smaller HUD pro-
grams, including brownfields development grants, grants to Round
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II Empowerment Zones, rural and economic development grants,
and the Section 108 loan guarantee program. However, I will focus
most of my attention on CDBG.

The CDBG program is the Federal Government’s largest single
grant program to assist local jurisdictions in undertaking a variety
of community development activities targeted to improving the
lives of low and moderate-income Americans. For the past 30 years,
CDBG has provided a steady source of funding for housing rehabili-
tation, public services, public facilities and infrastructure, and eco-
nomic development activities benefiting millions of Americans.

It’s unique among Federal programs in that it may be counted
as a local government match for funding under Federal programs
that require local financial contributions. CDBG owes its existence
to the Congress and is embodied in the Housing Community Devel-
opment Act of 1974, and at that time, it consolidated 10 categorical
urban development programs into a single, predictable, flexible pro-
gram where ultimate funding decisions were reserved to local offi-
cials.

The legislative purposes of the CDBG program have remained
unchanged since 1974: The development of viable communities by
providing decent housing; establishing suitable living environ-
ments; and expanding economic opportunities, all targeted prin-
cipally to persons of low and moderate-income. Currently, the law
requires that 70 percent of CDBG funds benefit low and moderate-
income persons.

In 1975, the CDBG’s first year of operation, there were a total
of about 600 entitlement communities. In 2005, there were about
1,100, including 165 urban counties that represent a funding con-
duit for more than 2,500 local governments. And the State portion
of the appropriation is 30 percent. And, with that, the States allo-
cate that money to towns and villages, over 3,000 grants annually.

Each activity funded with these dollars must meet one of three
of the program’s national objectives: Funding to benefit low and
moderate-income persons; elimination of slums and blight condi-
tions; and the third one is meeting imminent health or safety
threats. And, obviously, CDBG is employed by communities in
many different ways. The CDBG funds are used to directly finance
activities such as construction of public facilities and improve-
ments, public services, economic development, and housing. Citing
one example from fiscal year 2004, the resources used by local gov-
ernments to fund economic development activities at a level of $434
million, these investments served to create or retain 78,000 jobs, of
which 76 percent went to low and moderate-income persons. And
we expect the successor to CDBG to be even more effective in this
regard.

Briefly, the administration of CDBG must comply with HUD’s
consolidated planning process that requires each jurisdiction to
conduct a comprehensive assessment of its community development
needs, and this is generally a 5-year plan, and then a coordinated
effort is put into place to meet these needs.

HUD’s office of CPD through its field staff has the primary re-
sponsibility for working with the grantees and monitoring the
grantee performance, use of funds, and compliance. This includes,
for instance, the timeliness feature which I will talk about perhaps
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a little bit later of how we are able to bring down the untimeliness
with the grantees.

The Department currently monitors the use of funds and the ac-
complishments of its grantees through what’s called Integrated Dis-
bursement and Information Reporting System. HUD has studied
the CDBG formula in light of concerns about targeting to the need-
iest individuals and communities. Obviously, over time, a formula
study had to be done. It was completed on February 21st of this
year, and that study provides four alternatives to the present for-
mula that’s in place.

Over the last 28 years, since 1978, there have been many factors,
many demographic changes that lead us to believe that a change
in the formula is necessary.

In closing, I appreciate the opportunity to describe the CDBG
program and its highlights, strengths, and weaknesses. In my pre-
vious role as mayor of the city of Syracuse, I was obviously able
to use those CDBG dollars in many positive ways. There are many
pluses to the program, but like any program, it needs a reevalua-
tion, a refresh if you will, to see if we can do it in a better way
and in a more effective way.

The circumstances that make a program right for a certain area
do not continue indefinitely. We learn from experiences. How can
we better target our resources? How can we operate effectively and
set clear goals and performance measurements for the future? So,
with that, I thank you for this opportunity, and I will be happy to
answer any questions you have.

[The prepared statement of Mr. Bernardi follows:]
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Mr. Chairman and Members of the Committee:

I am Roy A. Bernardi, Deputy Secretary of the Department of Housing and
Urban Development (HUD), and on behalf of Secretary Alphonso Jackson, 1
wish to thank you for the opportunity to appear today, as the Committee
begins its deliberations on the Strengthening America’s Communities (SAC)

Initiative advanced as part of the Administration’s FY 2006 budget.

The goal of the Initiative is to consolidate a collection of 18 community and
economic development programs sipread across five federal departments into
a single, more effective program. The new program will be more flexible and
it will be easier for communities to access than the current set of overlapping
and, at times, duplicative programs. It will be administered by the
Department of Commerce, which has considerable experience and a central
mission in this area, and it will build on the experience of HUD and the other
departments with related programs. The Committee, in requesting HUD's
testimony at this hearing, has asked that I focus on providing an overview of
how the Community Development Block Grant (CDBG) and related programs
are currently administered. I will focus most of my testimony on the CDBG
program. The Administration’s proposal builds on the CDBG program in ways

that are fundamental and important.
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Historical context

The CBDG program is the Federal government’s largest single grant program
to assist local governments in undertaking a wide range of community
development activities targeted to improving the lives of low- and moderate-
income persons across America. It is one of 17 grant programs in the
consolidation, and it accounts for about one quarter of the funding of the 35
community and economic development programs that were considered by
the Administration’s review. In the course of its thirty-year history, COBG
has provided a ready source of funding for housing rehabilitation programs,
public services, public facilities and infrastructure, and economic
development activities benefiting millions of Americans. We have analyzed
this experience and see a way to improve the effectiveness of the federal

government’s efforts while retaining CDBG'’s strengths.

The CDBG program was enacted as part of the Ho‘using and Community
Development Act of 1974 (HCD Act) and was notable for the fact that it
consolidated ten categorical urban development grant programs and replaced
them “with a single, more comprehensive, flexible and soundly financed”
program as stated in the Senate committee report accompanying the original
legislation. Since that time the federal government’s programs for
community development have again become somewhat fragmented and in

need of consolidation.
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CDBG-established a formula-driven program for larger cities and urban
counties that were designated as “entitlement communities” under the CDBG
program. In 1975, the CDBG program’s first year of operation, there were a
total of 594 entitlement grantees. For FY 2005, the CDBG program has a

total of 1,168 city, state and other governmental grantees.

The number of communities qualifying for CDBG entitlement status has
grown 87 percent over three decades due to demographic changes, with
significant increases experienced in those years (1982, 1993, and 2004)
when updated decennial census data became available. One reason for
reform is to better target limited federal resources to places without the fiscal

capacity to meet their own needs.

The legislative purposes of the CDBG program have remained unchanged to
this day: the development of viable urban communities by providing:
decent housing, a suitable living environment, and expanding economic
opportunities principally for persons of low and moderate income. However,
these purposes lack a clear set of benchmarks by which to judge the results
of this spending and accompaﬁying local efforts to strengthen low-income

communities.

Currently, the law requires that 70 percent of CDBG funds benefit low and

moderate-income persons. Grantees report that 95 percent of all CDBG
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experditures in FY 2004 were devoted to activities that provided at least

one-half of their benefits to low- and moderate-income persons.

CDBG is employed by communities in many different ways. In its simplest
form, CDBG funds are used to directly finance activities such as the

construction of public facilities and improvements.

CDBG is also source of funding for subrecipients such as non-profit
organizations, community-based organizations, and faith-based
organizations. These entities utilize CDBG to deliver public services such as
child day-care, senior citizen programs, adult literacy and education, and

assistance for the homeless.

Finally, CDBG was used by local government to fund economic development
activities at a level of $434 million in FY 2004. These investments served to
create or retain more than 78,000 jobs, of which 76 percent went to low- and
moderate-income persons. We expect the successor to CDBG and other

current programs will be even more effective in this regard.

In addition to CDBG, the Administration’s proposal would consolidate and
replace other, much smaller HUD programs including Brownfields
development grants, grants to Round Il Empowerment Zones, Rural and
Economic Development grants, and the Section 108 guarantee program. The

Section 108 program has been used by a relatively small fraction of CDBG
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recipient communities to leverage their CDBG funds to pursue physical and
economic revitalization projects that can renew entire neighborhoods or

provide affordable housing to low- and moderate-income persons.

Administration of CDBG

In order for an eligible jurisdiction to receive its CDBG grant, it must comply
with HUD’s consolidated planning process that requires each jurisdiction to
conduct a comprehensive assessment of its community development needs
generally every five years and map out a coordinated strategy for addressing

those needs.

CPD’s field staff has the primary responsibility for working with our CDBG
grantees. They not only serve as an expert resource for those grantees but
they execute HUD's critical functions in managing the CDBG program. They
perform risk analyses of grantees in order to establish priorities for
monitoring and review of grantee activities. They carry out the hard work of
monitoring grantee performance and compliance, and criticize grantee

administration and recommend and enforce remedial actions and sanctions.

The CPD field staff also serves to educate and inform our grantees of critical
issues in the CDBG program. Let me now address a few of those critical

issues for the benefit of the Committee.
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Timely expenditure of CDBG funds

Section 104(e)(1) of the HCDA requires HUD to review CDBG grantees to
determine if they have carried out their CDBG assisted activities in a timely
manner. As a result, a grantee may not have more than 1.5 times its

current grant in its Line of Credit.

By 1999, the amount of CDBG funds remaining unexpended in grantees’ lines
of credit due to the lack of timely expenditures was a growing concern to
HUD, as well as to Congress and the Government Accountability Office
{GAO). In early 1999, there were over 300 untimely grantees, with a
relatively small percentage of those that were untimely being responsible for
the largest percent of funds that exceeded the 1.5 standard. Therefore, as
Assistant Secretary of CPD at the time, I established a grant reduction policy
for untimely CDBG grantees that was announced in the fall of 2001, with

implementation starting in March 2002.

Implementation of the timeliness policy has succeeded in reducing in both
the number of grantees that are currently untimely - from over 300 to
approximately 50 -- and the amount of CDBG funds above the 1.5 standard
that is undisbursed in grantees’ lines of credit - from a high point of $370

million, now down to roughly $30 million.
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Formula Study/Targeting of Funds

HUD has studied the CDBG formula in light of concerns about targeting to the
neediest individuals and communities. To establish the formula basis for
allocating each year’s appropriation, the statute identifies poverty,
neighborhood blight, deteriorated housing, physical and economic distress,
decline, suitability of one’s living environment, and isolation of income
groups, among others, as important components of community development
need. The statute prescribes both the components of the formula calculation
and its application. Two alternative formula calculations are made initially,
each using variables identified in the 1970s that proxy these dimensions of
community development needs, including population, poverty, overcrowded
housing, age of housing and growth lag. Each formula uses three of these
variables (both use poverty) with each weighted separately. These core
variables in the formula have not been changed since 1978. The calculations
and the determination of which formula allocation is used for each grantee

are quite complex.

The CDBG formula has undergone five major assessments since 1974, On
February 21, 2005, HUD released a new assessment based on the
introduction of 2000 Census data into the CDBG formula. In addition to
estimating how well the formula allocates to community development need
after introduction of the 2000 Census data, it provides four alternative

formulas for targeting funding. This analysis of the CDBG formula will help to
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inform decisions about how federal resources can be better targeted in the

proposed initiative.

Targeting operates on the premise that a community with high need should
get a larger per capita grant than a community with low need. As desighed,
the formula was targeted to need, but that targeting has weakened
substantially since 1978. This result is not surprising or unexpected given
that the same factors have been used, without change, for 28 years, while

the demographics of the country have changed dramatically during that time.

Monitoring

A major part of HUD’s administration of the CDBG program is monitoring
grantees’ use of funds. In addition to requiring HUD to determine that
grantees are carrying out their CDBG assisted activities in a timely manner,
the HCD Act requires HUD to review and audit CDBG grantees to determine
whether they have:

» Carried out CDBG assisted activities and certifications in accordance
with the requirements and primary objectives of the Act and other
applicable laws; and

« Have a continuing capacity to carry out those activities in a timely
manner.

In order to implement this requirement, HUD performs risk analyses to

determine which grantees to review on-site and conducts an assessment of
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each grantee at the end of the program year. Grantees are also required to

have an annual audit pursuant to OMB Circular A-133.

The risk anaiysis‘ process identifies high-risk CDBG grantees and ensures that
HUD's resources are targeted to monitoring those grantees on site. In FY
‘04, HUD performed on-site monitoring for 380 of its 1162 CDBG grantees.
As a result of this program monitoring effort, HUD staff identified 465
concerns and 610 findings. This led to 130 sanctions in which grantees were
advised to reimburse their CDBG programs with non-federal funds due to
their failure to carry out activities in accordance with the statute and

regulations.

The regulations identify a range of corrective actions that may be used when
a finding of non-compliance is made. Corrective actions recommended by
HUD are to be “designed to prevent a continuation of the performance
deficiency; mitigate, to the extent possible, the adverse effects or
consequences of the deficiency; and prevent a recurrence of the deficiency.
As specified in regulations, HUD monitors to consider each finding on a case-
by-cése basis and determine the most appropriate corrective action to
recommend when a finding is made. Advising a grantee to reimburse its
CDBG program with non-federal funds aiways gets a grantee’s attention, but
reimbursement is not the most appropriate remedy in every case.

You will note that HUD does not monitor the extent to which CDBG has

improved community conditions, increased opportunity, or otherwise

10
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strengthened low income communities, nor is funding contingent on
demonstrating progress and resuits. On the other hand, these will be central

elements of the Administration’s new approach.

Summary

I appreciate the opportunity provided by the Committee to describe our
administration of the CDBG program and to highlight some of its strengths
and weaknesses. CDBG has remained true to its roots over the past three
decades with the principles of consolidation and local flexibility and
respénsibility being constant. In my previous role as mayor of Syracuse,
New York, 1 experienced both the joys and frustrations that go along with the
CDBG territory. I understand the esteem with which some view the CDBG
program and have seen the good it has achieved within my own community
and across America. At the same time, I can also recognize the frustrations
of local officials trying to implement activities within the interlocking webs of

local politics and federal requirements.

The circumstances that make a program right for a certain era do not
continue indefinitely. We can learn from our experience and do things
better. In the future, our support for these communities will be improved if
we better target funds to communities in greater need of assistance,
consolidate our programs, set clear goals for our efforts at the federal level,
and hold ourselves and recipients accountable for progress and results

consistent with those goals. Thank you.
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Mr. TURNER. Thank you.
Now we will hear from Clay Johnson III, Office of Management
and Budget.

STATEMENT OF CLAY JOHNSON III

Mr. JOHNSON. Mr. Chairman, Congressman Dent, thank you for
inviting me here today. I look forward to fielding your questions.
I have a very, very brief oral statement here at the beginning.

We want government programs to work. We are not in the busi-
ness of getting rid of programs. We are in the business of making
sure that programs work. We want the government’s community
and economic government programs to work to achieve their in-
tended results. We believe we have an opportunity to better struc-
ture our community and economic development programs to get
more of the intended results, which are to create vibrant commu-
nities that would not exist otherwise.

We do not believe that the money that we are spending now is
creating the satisfactory level of intended results that were in-
tended by the original bills or the money that’s been appropriated
for the accomplishment of these goals. We think we have an oppor-
tunity to better target areas most in need of assistance, to spend
more money on communities where the need is real. We think we
have an opportunity to make it easier for needy communities to ac-
cess the various forms of Federal assistance that are available to
them as opposed to have them now shop the variety of programs
that potentially offer them some assistance. And we think there is
a tremendous opportunity to build more accountability into the pro-
grams to ensure that the focus is on what we get for the money,
not on how much money we spend.

We also think it’s important that the Department of Commerce
be the lead department for this, because their mission, which is to
create conditions for economic growth and opportunity, is more con-
sistent with the mission of these community and economic develop-
ment programs.

So, with that statement, sir, I look forward to handling, receiving
and responding to any questions you might have.

[The prepared statement of Mr. Johnson follows:]
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EXECUTIVE OFFICE OF THE PRESIDENT
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WASHINGTON, D.C. 20503

Testimony of the Honorable Clay Johnson 111,
Deputy Director for Management, Office of Management and Budget
before the
Subcommittee on Federalism and the Census, Committee on Government Reform,
U.S. House of Representatives

March 1, 2005

The Bush Administration wants the government’s programs to work — to achieve
their intended results. We are systematically assessing programs to determine
whether or not they work. If they don’t, we figure out how to fix them.

So far, we have assessed programs that account for 60 percent of the Federal
Budget ~ 607 programs in total. We ask of every program:
o Does it have a clear definition of success, and is it designed to achieve it?
e Are its goals sufficiently outcome-oriented and aggressive?
e Is it well managed?
e Does it achieve its goals?

This assessment invariably reveals ways a program can be improved, no matter
whether the program is a top or poor performer.

This past year we assessed the collection of Federal economic and community
development programs, and determined most were not accomplishing their
intended results. We worked with agencies and stakeholder groups to find ways to
improve targeting, as well as performance and accountability, key elements of this
proposal. The Federal Government invests approximately $16 billion each year
through approximately 35 grant and loan programs and tax incentives across 7
major agencies. With no administration-wide approach to guide these efforts,
many of these investments are:

« largely uncoordinated,

« too loosely targeted,

» weakly leveraged,

« and not achieving results.

Most important, these programs often cannot demonstrate they are having any
positive impact on the communities they serve. After more than 30 years and over
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$100 billion dollars, the federal government can point to few examples of
measurable success.

The Administration proposes to address this problem by consolidating 18 of the
government’s community and economic development programs into a new
approach, the Strengthening America's Communities Grant Program, with a clear
definition of success: economic growth and opportunity in communities where it
would not have otherwise existed.

Additionally new eligibility criteria, based on job loss, unemployment levels and
poverty, are proposed to ensure the funds are directed to the communities most in
need of the development assistance. While fewer communities would likely be
funded, eligible communities could receive increased funding compared to their
Community Development Block Grant amounts.

Finally, and most importantly, it is proposed that communities be required to meet
specific accountability measures to track progress towards the community’s goals.

For those communities that show inadequate progress meeting the program’s goals,
a plan of action will be developed and technical assistance will be provided to
ensure that future funds are strategically targeted and invested in proven activities.
Communities that are consistently unable to use taxpayer dollars to meet the
accountability measures would stand to lose future funding.

The Administration proposes to consolidate this new entity at the Department of
Commerce because its mission — creating the conditions for economic growth and
opportunity — is most consistent with the mission of the new program.

The Bush Administration wants community and economic development programs
to work. The President’s Strengthening America’s Communities Initiative
establishes clear principles for reform. The Administration is ready to work with
the Congress to enact enabling legislation. America’s communities will be better
for it.
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Mr. TURNER. Thank you.
David Sampson, Department of Commerce.

STATEMENT OF DAVID A. SAMPSON

Mr. SAMPSON. Mr. Chairman, it is a pleasure to join my col-
leagues today to brief you on the President’s Strengthening Ameri-
ca’s Communities Initiative.

President Bush has proposed an innovative strategy to help our
most economically distressed communities get on the path to eco-
nomic growth and opportunity. And what I will do is briefly high-
light the underlying principles and then the main points of the ini-
tiative.

While America’s economy is strong and getting stronger, we all
know that that economic strength is not felt equally throughout the
Nation. As members of this committee are well aware, there are
low-income communities and communities where traditional indus-
tries do not employ as many people as they did a generation ago
where that economic opportunity can appear to be out of reach.
President Bush believes that these communities can make the
transition to vibrant broadbased, strong economies because of the
entrepreneurial spirit, the vision and the hard work of those who
live there.

He also believes that the goal of Federal economic and commu-
nity development programs should be to fundamentally create the
conditions for economic growth, more and better jobs and livable
communities, thereby reducing a community’s reliance on perpetual
Federal assistance.

Why propose such a financial reform? Well, in total, the Federal
Government administers 35 economic and community development
programs housed in seven different Cabinet agencies. This proposal
calls for the consolidation of 18 of those programs which are the di-
rect-grant programs. Some of these programs, based on OMB anal-
ysis, duplicate and overlap one another. They lack clear account-
ability goals, and they cannot sufficiently demonstrate measurable
impact on achieving improved community and economic perform-
ance. Many of the communities with relatively low poverty rates re-
ceive Federal funding at the expense of distressed communities,
thereby undermining the purpose of the programs.

The purpose of this program is to target Federal funds better, in
a more customer-friendly, easily accessible manner. Let me explain
briefly the actual components of the proposal.

The new initiative calls for two components to the Strengthening
America’s Community grant program. The first is a formula-based
economic and community development grant program which will
represent the bulk of the funds. The second component is the Eco-
nomic Development Challenge Fund which is a bonus program
modeled on the concept of the Millennium Challenge Account which
will focus on incentivizing those communities that have already
taken substantial steps to improve economic conditions and have
demonstrated a readiness for development.

Now, finally, as we move forward, we recognize there is a lot of
hard work ahead of us with regard to the implementation of this
initiative. The administration will submit legislation for this initia-
tive as part of a collaboration with Congress and with stakeholder
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groups, including State and local officials, and we look forward to
continued collaboration with this committee as that legislation
takes shape.

I do want to share with you that a secretarial advisory commit-
tee is being created at the Department of Commerce. The notice of
that is published in today’s Federal Register, which will provide as-
sistance with some of the most complex issues of the proposal, such
as setting eligibility criteria and what accountability measures will
be adopted. The administration seeks the widest possible input to
help shape the legislation that we intend to send to Congress as
soon as feasible.

The President’s proposed initiative will, we believe, position com-
munities, regions and States to be more competitive in the world-
wide economy, increasing opportunity, employment and creating
more viable communities. And, with that, I will close. And I look
forward to answering any questions that you may have.

[The prepared statement of Mr. Sampson follows:]
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Testimony of Assistant Secretary of Commerce for Economic
Development David A. Sampson before House Federalism and Census
Subcommittee, Government Reform Committee
March 1, 2005

Chairman Turner. Ranking Member Clay. Members of Congress:

It is a pleasure to join my colleagues from the Office of Management and Budget

and Housing and Urban Development to discuss the President’s Strengthening American

Communities Initiative and his efforts to improve the effectiveness of federal economic

and community development efforts.

President Bush’s Strengthening America’s Communities [nitiative is an

innovative approach to help our most-economically-distressed American communities get

on the path to economic growth and opportunity.

Today I would like to share with you:

o The underlying principles behind the initiative;

e The case for reform; and

¢ The main points of the initiative.
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Underlying Principles:

America’s economy is strong, and growing stronger, but that growing economic
strength is not felt equally throughout the Nation. As the members of this committee
know, in low~-income communities and in communities where traditional industries do
not employ as many workers as they did a generation ago, opportunity can appear out of
reach. President Bush believes that these communities can make the transition to vibrant
and strong economies because of the entrepreneurial spirit, the vision, and the hard work

of those who live there.

He also believes that the goal of federal economic and community development
programs is to create the conditions for economic growth, robust job opportunities, and
livable communities, thereby encouraging a community’s improvement and reduction of

the need to rely on perpetual federal assistance.

Why We Need Reform

In total, the federal government administers 35 economic and community
development programs housed in several different cabinet agencies. The Strengthening
America’s Communities Initiative addresses the 18 direct grant programs within that
portfolio. As you can see from the chart (see chart entitled “the Current Economic
Development System is Fragmented), the current system forces communities to navigate

a maze of federal departments, agencies and programs — each imposing a separate set of
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standards and reporting requirements — in order to access federal assistance. Some of
these programs duplicate and overlap one another, and some have inconsistent criteria for
eligibility and little accountability for how funds are spent. Most of these programs lack
clear goals or accountability measures, and thus cannot sufficiently demonstrate any

measurable impact.

Many communities with relatively low poverty rates receive federal funding at the

expense of distressed communities, thereby undermining the purpose of some programs.

OMB has studied the performance issues of the programs being consolidated; and,
it is safe to say that the American taxpayer deserves better results than what they are

getting today.

Moreover, the status quo is not helping distressed communities across this
country. Although it may make sense “Inside the Beltway,” distressed communities
across America do not understand why they need to spend local tax dollars to hire grant
writers and experts to figure out how to access federal grant money from these 18

programs.

The current federal system largely involves efforts from five cabinet agencies
{Commerce, Housing and Urban Development, Agriculture, Health and Human Services,
and Treasury,) with programs that share a similar mission of improving economic

opportunity and the quality of life in America’s communities. To ensure the efficient use
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of taxpayer resources and improve the focus on results, the Administration continues to
look for ways to improve the performance of programs. In some cases, by focusing on
one program at a time, we miss an opportunity to achieve comprehensive reform and
increased efficiencies. The Administration’s review of federal development efforts found
that many programs are not only duplicative but are also unable to demonstrate any
measurable results. The President’s proposal focuses on those programs that overlap in

function and mission.

Success is often hampered by this fragmented, and often duplicative, set of
programs. In some instances, programs act in isolation from one another, even though
they share the exact same purpose and serve the same populations. As a result, funding is
spread thinly and not strategically targeted to have any impact on communities in need.
The status quo is also unfair to small towns in rural America that do not have built in
bureaucracies to tap into 18 different pots of federal money. Rather, the President’s
proposal attempts to provide “one stop shopping™ for federal direct grant assistance and

seeks to enlist Congress to support this streamlining of federal assistance for all users.

These concerns about the status quo mirror the growing consensus among the
nation’s leading economists and economic development researchers and practitioners that
because of the fragmented, unfocused, and duplicative nature of the programs, there is a
need to fundamentally rethink and refocus the federal role in support of state and
community efforts to promote economic growth and spur job creation in the 21* century

economy. For example, the U.S. Council on Competitiveness recently issued a
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groundbreaking report, “Innovate America.” In that report, over 400 corporate and
academic leaders called for the consolidation of federal development programs in order to
bolster America’s competitiveness. America must rework its federal support system in

order to keep communities in tune with a changing world-wide economy.

As you can see here (See chart entitled “Strengthening America’s Communities
Initiative Would Streamline Federal Economic Development), the Strengthening
America’s Communities Initiative simplifies access to the federal system, which will
drastically reduce the administrative burdens currently placed on grant applicants and
recipients, freeing local resources to focus on their programs and not on navigating a

complex federal system.

Key Elements of the Initiative:

Let me explain in further detail, the actual proposal. As you see in this chart (See
chart entitled “FY2005 35 Economic and Community Development Programs), the
President’s 2006 budget proposes consolidating 18 of the 35 existing federal programs
into a single $3.71 billion unified grant making program. This program will target
funding to those communities most in need of assistance and achieve greater results for
low-income persons and economically-distressed communities by setting new eligibility

criteria determined by such things as job loss, unemployment levels, and poverty.
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The new initiative will also simplify access to the federal system, and establish
strong accountability standards, all in exchange for flexible use of funds by communities
most in need. The consolidated program, which will be administered by the Department

of Commerce, will have two components:

1) The “Strengthening America’s Communities Grant Program” — a
formula-based unified economic and community development grant

program representing the bulk of program funds, and

2) The Economic Development Challenge Fund, a bonus program

modeled on the concept of the Millennium Challenge Account.

The Strengthening America’s Communities Grant Program will require assisted
communities to track progress toward certain goals, including such things as increasing
job creation, new business formation, and private sector investment from an economic
development standpoint; and increasing homeownership——inciuding first-time and
minority homeownership—and commercial development, from a community

development standpoint.

The Economic Development Challenge Fund will provide a bonus to communities
that have already taken steps to improve economic conditions and have demonstrated a

readiness for development, such as improving schools by meeting the No Child Left
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Behind adequate yearly progress goals, reducing regulatory barriers to business creation

and housing development, and reducing violent crime rates within the community.

Finally, we recognize that there is a lot of work ahead of us with regard to
implementation of the Initiative. The Administration will submit legislation for this
initiative as a part of a collaboration with Congress and stakeholder groups including
America’s mayors, counties and cities and we look forward to continued collaboration as

the legislation takes shape.

A Secretarial Advisory Committee is being created at the Department of Commerce
to provide assistance with some of the most complex and contentious issues regarding
this proposal, such as eligibility and what will accountability measures look like. The
Administration seeks the widest possible input to help shape the legislation we intend to

send to Congress as soon as feasible.

Conclusion:

States and communities must have the flexibility to apply development funds
where they are most needed and they should not have to go through the laborious process
currently existing to access federal funds. At the same time, they must be accountable
and be able to show tangible results for the federal funding they receive. This flexibility
is critical to improving the competitiveness of America’s communities and thereby

improving the standard of living for those most in need.
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The federal government must also be more accountable. For too long programs
have been administered without requiring measurable results — and have been allowed to
duplicate each other. This duplication is at the expense of our communities that most

lack the resources to navigate the federal maze that currently exists.

The President’s proposed initiative is good for the economy, is good for distressed
communities and is simply just good government. It will position communities, regions
and states to be more competitive in the worldwide economy and most importantly, it

will create more American jobs and a rising standard of living.

1 appreciate the opportunity to explain this proposal to the committee. As[
noted, there is much work to be done and I look forward to working with your committee
to make sure that legislation sent to Congress is the result of an open diaiogue with
stakeholders and Members of Congress. I look forward to answering any questions that

you may have.

Thank you.
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Mr. TURNER. Thank you, gentlemen.

I appreciate the opportunity for us to discuss in a question for-
mat some of the important specifics of this program. As I said in
my opening statement, certainly the issues that you have identified
and the problems with these programs, I think, are widely recog-
nized. The solutions as to how we go about reforming those or find-
ing greater opportunities for those programs to be effective are
really the important part of our discussion today.

And Secretary Bernardi, having served as a mayor, both from the
receiving end of CDBG and then having served in your position
with HUD on the administrating side of CDBG, that many of the
grants, moneys are used in the area of community development,
quality-of-life type projects. For example, where an abandoned
house may be burdening a neighborhood and the property is avail-
able perhaps for open-space use, the community was able to use
CDBG moneys to address that abandoned building, increase the
quality of life for the community, and the open space would be an
amenity both for the children and the people who live in the com-
munity, providing a gathering place in some communities which
have incredibly high density where that type of open space is not
available.

In your testimony, you indicate that CDBG has been used for
housing rehabilitation programs, public services, public facilities,
infrastructure, economic development activities. You go on to cite
that some CDBG programs include child daycare centers, senior
care programs, adult literacy and education and assistance for the
homeless. The important part of CDBG has been that each commu-
nity can tailor its needs in looking to CDBG. And what’s good for
Syracuse may not be good for Dayton, OH. What’s good for Dayton,
OH, might not be good for Austin, TX. In those quality-of-life
projects, the types that you cite, how would you ever be able to
fashion metrics to measure the impact on the community for those
projects?

Mr. BERNARDI. Each entitlement community—and I will take
Syracuse as an example. They all operate under a comprehensive
plan. And along with that comprehensive plan there is an annual
performance report. As you know, Mayor, to have that 5-year plan
involves the entire community, the citizen participation, the advi-
sory council boards for the CDBG program itself. And they put
forth a 5-year plan, and that 5-year plan, each and every year with
the start of the program year, they have what they call their an-
nual performance plan. And that tells you what is going to occur
during that particular point in time in the year. And then that
money is accessed through the grant program, and then there is an
annual performance report at the end of the year which we receive
which lists the accomplishments and lists the goals and objectives
that the community wanted to undertake.

I understand full well we used some of our CDBG dollars for a
senior citizens center, for adult literacy, for child care. We used it
for infrastructure, for sidewalks, water, sewer. We used it for eco-
nomic development; obviously, always making sure that it had a
benefit to at least better than 70 percent of low and moderate-in-
come individuals. I have utilized the area benefit, which perhaps
you have, where it’s 51 percent, utilized the jobs benefit and the
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housing benefit. People, if they qualify for housing, they have to be
low-income. People that qualify for multifamily housing, that multi-
family housing unit has to be better than 51 percent. So I'm famil-
iar with the program, and the program has served us very well.

At the same time, we understand that there are many commu-
nities in this country that are severely distressed. Everyone can
point to distress. But the severely distressed communities, the
focus of this plan will be to provide as many resources as we pos-
sibly can in communities that have high unemployment, commu-
nities that have higher poverty rates, in communities that have
lost jobs because of severe distress. And this proposal will embody
all of the community development programs into this new proposal
that’s proposed to Commerce.

Mr. TURNER. Of the projects that you listed where you had un-
dertaken these community development projects as mayor and you
used CDBG dollars, did you have readily available to you other
sources of funds to accomplish those? I mean, did the CDBG mon-
eys make those projects possible?

Mr. BERNARDI. Well, of course, the flexibility of the program is
one of its strengths. And the fact is that you could utilize CDBG
dollars as a match for other Federal funding. And I believe it’s the
only program you can do that with. And, yes, to utilize that money
to begin an economic development initiative—for example, I used
it for demolition. You spoke of that one house. We did an awful lot
of demolition with CDBG dollars.

Mr. TURNER. You served as assistant secretary of the community
planning and development, primarily responsible for administrat-
ing CDBG, prior to your current position. What type of staff struc-
ture, what are the number of people that are involved in order to
administrate this program?

Mr. BERNARDI. In the community planning and development pro-
gram area at the Department of HUD, there are approximately 800
employees; 600 are in the 42 field offices, and 200 are
headquartered here in Washington, DC. Of the 200 that are in
headquarters, approximately 40 devote almost all of their time to
the CDBG program and the loan rate loan guarantees. In the field,
with those 600 employees, I would guess that all of them devote
at least a third of their time meeting with the grantees and doing
the things, the monitoring and doing what’s necessary to ensure
that the program is run correctly.

I would like to say that one nice accomplishment that we had is
that, back in 2001, there were 300 communities in this country
that were not spending their money in a timely fashion. And by
that, we define that as, if they have more than 1% times their pro-
gram year allocation in the line of credit, then they are not doing
then what they should be doing. We have been able to bring that
down to under 50 entitlement communities, and from $370 million
that was left unspent, we are under $50 million.

So I think the program, there are good people that operate the
program. And each 1 of those 42 field offices services the better
than 6,000 or 7,000 recipients of those dollars.

Mr. TURNER. If Congress should agree that these programs need
to be reformed but does not agree that they should be transferred
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to Commerce, does HUD have the capacity to undertake reform
and administer these programs through a reformation of them?

Mr. BERNARDI. Well, Congressman, every program can be im-
proved upon. And I believe that, obviously, we have good employ-
ees. They have the capacity, the experience, the institutional
knowledge to improve on any program.

I would like to add just a little something, if I could. The fact
of the matter remains 1s that we are constantly looking, under dif-
ficult budget constraints, ways in which we can provide additional
resources to those people that need it most. Congressman Dent
mentioned the HOPE VI program, but I would like to just add as
an aside, with the $1.1 billion increase that we have in our 2006
budget for our Section 8 tenant voucher, that kind of pressure on
HUD makes it very difficult—even if the program were to remain
in HUD, the CDBG program—makes it very difficult to have the
dollars that are necessary to do the things that you would like.

Mr. TURNER. Thank you.

Mr. Johnson, one of the concerns obviously from the stakeholder
community has been their participation in the formulation of this
proposal. In your comments, you indicate that “we worked with
agencies and stakeholder groups to find ways to improve targeting
as well as performance and accountability key elements of this pro-
posal.” Could you describe the process that you went through in
looking for input from stakeholders in putting together this pro-
gram and its recommendations?

Mr. JOHNSON. I can’t describe it in the detail you are asking for.
The people that were involved are sitting here behind me. But I
could give you a written description of it afterwards.

But there are associations and interest groups that work with us,
and they have meetings, and we have met with them and met with
the Departments. And we evaluated these programs and deter-
mined what the opportunities were to do this better. But I don’t
have the detail that you are asking for.

Mr. TURNER. I would appreciate it if you would provide us that.

Mr. JOHNSON. I would be glad to do so.

Mr. TURNER. Because most of the groups and organizations that
we have been involved with in that have experience in working
with these programs, who our recipient stakeholders, believe and
feel that they have not been included, and they have not had an
opportunity to participate in making recommendations in the for-
mulation as planned.

They obviously have an extensive amount of knowledge and ex-
pertise, and many of them hold an opinion similar to all of the tes-
timony that you have given us today of the need for reform but
have divergent opinions as to the current proposal that we have in
front of us.

Mr. JoHNSON. OK.

Mr. TURNER. Would you agree with Mr. Bernardi that if Con-
gress’ decision was to leave the programs in HUD but to work to-
ward the goals of performing them, that HUD would have the ca-
pacity and the ability under the administration’s leadership to ac-
complish that?

Mr. JoHNSON. Well, there’s the physical capacity. Do they have
the bodies to administer the program. And I think the answer to
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that is yes. But I think the question is, is HUD’s mission better
aligned with the desired results intended by these community and
economic development programs, or is Commerce’s mission better
aligned? And our proposal suggests that Commerce’s mission is
more in keeping with the intended results with these community
and economic development programs. Housing is a means to an
end. And the end is more vibrant, more vibrant economic condi-
tions where they would not exist otherwise. That is the business
the Commerce Department is in, and we think that it makes much
more sense. Their mindset of what they do at the Commerce De-
partment is much more consistent with what we want these pro-
grams to do.

Mr. TURNER. In your testimony, you talked about the account-
ability measures that are going to be applied here. And in that, one
of the issues raised is housing, and other areas of economic devel-
opment appear to relate to programs that are still going to remain
in HUD. So it appears that by shifting a portion of these programs
from HUD to Commerce and with HUD continuing to administrate
a great deal of its programs that relate to urban development, that
you are going to actually create some duplication. Do you have con-
cerns there as to how these two agencies, having dual relationships
and responsibilities, are going to operate together?

Mr. JOoHNSON. I don’t have any concerns about it. We are reduc-
ing duplication with this proposal; we are not increasing duplica-
tion.

Mr. TURNER. Seeing my time is up, I will turn to Mr. Dent for
another 10-minute question time period, and then we will go for a
second round.

Mr. DENT. Thank you, Mr. Chairman.

I mentioned a few moments ago that I'd attended a public ses-
sion last week with my Lehigh Valley Coalition on Affordable
Housing. And their interpretation of the proposal, the administra-
tion’s proposal, is that HUD’s budget will be cut from $32.4 billion
to $28.5 billion. They are just simply looking at the numbers and
saying, this may be a consolidation, but they are trying to cut us
in the meantime. And I guess where I am going with this question
is this: By consolidating these 18 programs, I can see the logic in
transferring perhaps some of these programs to Commerce—the
Brownfields Economic Development Initiative, for example, and
probably the Urban Empowerment Zones, those grant programs—
I can see the logic in that, having come from a State like Pennsyl-
vania where we took our Department of Commerce and merged it
with what was then called our Department of Community Affairs,
which was kind of like a housing and community development arm.
We pllllt them together and created one department. It worked pret-
ty well.

But we brought the expertise in housing and community develop-
ment from what was community affairs to commerce. And I guess
where I'm going with this is that, you know, have you in Commerce
thought enough about your ability to deal with, for example, hous-
ing issues? Do you have the expertise there on staff to handle these
types of programs?

Mr. SAMPSON. Well, Congressman, the first response is the core
housing programs remain at HUD under this proposal. And I think
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it’s important to recognize that. And a number of those are even
strengthened and plussed up in the President’s 2006 budget re-
quest.

With respect to leveraging expertise, we clearly understand that
in consolidating all 18 of these programs, the new entity is going
to have to leverage subject matter experts within the different pro-
grams in creating this new entity within Commerce that will be re-
sponsible for administering Strengthening America’s Communities.

Commerce has a very extensive grant portfolio currently. We
manage about a $2.3 billion grant portfolio of community and eco-
nomic development grants currently. But we clearly will have to le-
verage the subject matter expertise and the lessons learned from
other agencies and other programs in creating this new program.

Mr. DENT. I guess, just drawing on my own experience, when we
went through this in Pennsylvania, there was a lot of initial gnash-
ing of teeth about merging these two programs or these two depart-
ments into one, a lot of opposition. And at the end of the day, it
worked out pretty well. I guess this gets down to outreach. I mean,
some of the folks that had initial reservations about merging pro-
grams like these were coalitions on affordable housing.

Have you done any meaningful outreach to these groups and oth-
ers like them around the country to let them know you are trying
to strengthen their communities? Because they are simply seeing
a consolidation and a cut, and they see this as an attack on their
housing programs and homelessness initiatives.

Mr. SaMPsSON. Well, it’s an excellent point. Let me say that we
have already conducted, since the President released his budget on
February 6th, a number of briefings for interest groups that were
held at the White House in which many of the professional associa-
tions and groups were invited. We had conducted group briefings.
I have conducted individual briefings for a number of specific asso-
ciations. This past weekend, I was in Key West, FL. I briefed the
executive committee of the U.S. Conference of Mayors.

We are aggressively reaching out to discuss the underlying prin-
ciples and the intent and the goals behind the President’s proposal
with all affected stakeholders around the country, even those that
have expressed in very clear terms their opposition to it. We be-
lieve that dialog is essential. We are going further, as I mentioned
in my oral testimony, that the White House has asked the Sec-
retary of Commerce to establish a secretarial advisory committee,
which will include a balanced geographic and interest group rep-
resentation from around the country now that the proposal is out
on the table and we move toward crafting the legislation that will
be forwarded to Congress to deal with some of the most complex
issues that you have identified.

Mr. DENT. Thank you.

With respect to CDBG—and perhaps, Secretary Bernardi, you
might be able to help me with this. In my communities, my cities,
I have Allentown, Bethlehem, and Easton. I know some of those
municipalities currently utilize CDBG funds for example, code en-
forcement, to pay their code enforcement officers out of that. And
they use it for other things. But are you finding that there are
some communities that are not appropriately spending that CDBG
funding? As you mentioned, there 1s a great deal of flexibility with
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the dollars, and that is sort of the beauty of it, in my view, and
using those dollars—at least where I live, it seems to be for a lot
of important community economic development issues. And I would
put code enforcement under that. It is an important part of our
housing and community development strategy.

Mr. BERNARDI. Congressman, as Mayor of Syracuse, we utilized
CDBG dollars for code enforcement as well. The fact is that, with
the entitlement communities, the urban counties and the States, as
I mentioned earlier, there are 6,000 or 7,000 entities that are re-
ceiving dollars, and there’s over 100,000 organizations that receive
this kind of money each and every year. Our monitoring is exten-
sive; it’s intensified. We make sure that, where there is a difficulty,
we quickly go in there and do what we have to do. And if we find
that the money has not been spent according to the national objec-
tives or appropriately, that money is taken back. It has to be paid
back to the CDBG dollar program by other moneys. They can’t use
CDBG funding that they have or that they are going to receive.

Mr. DENT. You mentioned about 1,100 or so communities are eli-
gible ‘for CDBG grants. I guess those are all entitlement commu-
nities?

Mr. BERNARDI. Those are entitlement communities, cities of a
population of over 50,000.

Mr. DENT. And what percentage of those communities will re-
main eligible under the Strengthening America’s Communities pro-
gram? Do you have any idea?

Mr. SAMPSON. I can take a stab at that, Congressman. First of
all, the eligibility criteria have not yet been determined. That is
something that we believe is important to engage the stakeholder
communities around the country as well as with Members of Con-
gress before that eligibility criteria is determined. I can share with
you what the intent of the proposal is. The intent of the proposal
is that most entitlement communities will continue to remain eligi-
ble. The intent is to graduate from the program the wealthiest com-
munities in America who are still entitlement communities. The in-
tent is to graduate the wealthiest communities in America and re-
direct that funding so that those communities who remain eligible
actually receive more money than they currently do. But the spe-
cific line where that eligibility criteria will be drawn has not yet
been established.

Mr. DENT. OK. I have no further questions at this time. Thank
you.

Mr. TURNER. Mr. Sampson, I understand you are indicating that
you cannot give us any information about the current eligibility cri-
teria under this proposal; that you are going to be looking to a com-
mittee task force, if you will, that comes together for the purpose
of advising you on that. However, both in your testimony and in
written and oral, you make some statements about the outcome of
that eligibility. You indicated that some wealthy communities will
graduate from the program, meaning that they will lose their cur-
rent CDBG eligibility in order to be able for you to focus on the
most distressed communities. And you've indicated that there are
communities that are currently entitlement communities that will
receive more money even though the overall budget for this pro-
gram has been cut—consolidate all the programs from the 2005
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budget number; it’s a reduction of 30 percent, which if you look at
what the appreciation would have been, it’s probably a greater cut
than that. So you’ve got less money, but you’re indicating that they
are going to receive more money. But the eligibility criteria is not
yet defined. It would seem to me that you have done some initial
calculations to determine upon what you base that statement.
Could you share with us or this committee what your assumptions
are that you've undertaken to indicate to us that the entitlement
1com;nuni‘cies that are distressed will be receiving more money, not
ess?

Mr. SaMPsON. What I will share with you is that is the intended
outcome of the consolidation and the restructuring. We think that
can be achieved on a couple of levels: First of all, by reducing 18
bureaucracies to administer the current 18 programs; second, by
targeting the funds much more tightly to the most distressed com-
munities in America, should enable us to achieve that goal. There
simply has not been an effort at this point to draw the line on the
eligibility criteria. What we have done is looked at spreadsheets of
data where you look at multiple factors. You look at poverty rates.
You look at unemployment rates. You look at the loss of firms as
possible components of the new formula. Depending on how you
weigh, any one of those criteria will change the eligibility outcome,
and that simply hasn’t been done yet. We are not sharing that with
you, not because we don’t want to share it with you; we are just
telling you that hasn’t been done yet. All we have is a spreadsheet
of each community and those different factors.

Now, I can tell you, as you look at that, there are clearly a num-
ber of communities in America where you have—I think the num-
ber is 38 percent of current HUD CDBG grants go to communities
with poverty rates below the national average. And so that is the
broadbrush picture on which we base that. I think that if you look
at some of that data and you see communities with poverty rates
of 2 to 3 percent, it’s pretty clear to us that is a good candidate
for retargeting those funds to communities with poverty rates of 20
to 26 percent.

Mr. TURNER. Secretary Bernardi and Congressman Dent have
both indicated that code enforcement is one of the areas that
CDBG moneys are currently used for by cities. Certainly, in the
city of Dayton, that is an item that I am familiar with, that they
have used CDBG moneys for. Not only is it an eligibility area, it
is also an area that HUD has looked favorably upon cities utilizing
their money for. Recognizing that, throughout this country, cities
are currently under a budgetary crisis, you can’t pick up a paper
anywhere in this country where there is an urban core and not
read an article about the struggles that the cities have undergone
as a result of the economic downturn. And recognizing that some
of the CDBG moneys currently have been directed toward code en-
forcement, which would be considered a basic service or operation
of the city, it’s clear that for these programs to terminate and a
new program to begin with different eligibility criteria and dif-
ferent utilization standards, that the cities’ bottom line of their
operational budgets will be impacted, which of course will result in
them making decisions on the staffing level for code enforcement
and ultimately to basic services such as police and fire.
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Have you taken that into consideration in your proposal and
looked to the issues of the cost of transition for communities?

Mr. SAMPSON. That’s an excellent question. Let me address it at
two levels. First of all, the question presupposes that activities
such as code enforcement would not be eligible activities, and I
don’t think that’s a safe assumption. That determination has not
been made. That’s the sort of question that we want the input from
the secretarial advisory committee and stakeholders around the
country.

What we are asking for is that there be a very clear connection
between the local community’s strategy for expenditure of those
funds and how it is actually going to fundamentally, at the core im-
prove the business environment and the community viability. And
if that can be demonstrated and if there are performance metrics
that can associate with that developed by the community, we would
envision very broad flexibility in terms of how local communities
can use those funds.

With respect to the second part of your question, transition,
clearly transition issues moving from an existing program to a new
program have to be taken into account. And that is particularly one
of the issues that the secretarial advisory committee will be
charged with, is to look at the range of transition issues. The sec-
retarial advisory committee, contemplating that there will be five
ex officio members in addition to the 25 citizens from around the
country, those ex officio members representing the five Cabinet
agencies who will have programs consolidated. We believe that
they need to be at the table so that all of those transition issues
can be addressed and make sure that it is a seamless transition
that does not disrupt communities nor their budgets.

Mr. TURNER. Are you familiar with the comprehensive planning
process that Secretary Bernardi mentioned concerning HUD and
the 5-year plan for home and CDBG dollars?

Mr. SAMPSON. I'm familiar with the comprehensive plans at the
city level, having worked with those in the past. I'm not sure that
I understand the particular component that he referenced about
HUD’s

Mr. TURNER. I was wondering if you could contrast for us what
the planning process that you would expect in the Department of
Commerce versus the comprehensive planning process that HUD
currently uses.

Mr. SAMPSON. I believe, sir, that we have to some degree an abil-
ity to mutually certify comprehensive plans from one agency to the
other. I will be happy to go back and look at that. But what we
envision is a community strategy that takes into account the fun-
damental market drivers of what is going to attract new private
sector investment in the community that will drive new job cre-
ation, new tax revenue for those communities and make sure that
it is a market-driven strategy.

I think one of the clear lessons that we have learned, looking at
the research data over the last decades, is that those communities
that are making the most improvement in terms of their economic
and community viability are those that have had a strong bias to-
ward integrating and taking advantage of market opportunities.
And so we envision a comprehensive strategy that will have strong
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connection with market opportunities to leverage private sector in-
vestment for community revitalization.

Mr. TURNER. In your testimony, you identify some categories that
you see as potential metrics that would be applied to the program,
both for the planning process and ultimately if the community is
not successful in using the funds that might be available to them.
Many of the topics that you identified in your testimony may be
categories that are either unrelated to the grant possesses itself.
For example, you identify violent crime. I don’t know to what ex-
tent your program is going to be providing funding for police serv-
ices or for criminal justice.

And then the second is that you identify No Child Left Behind.
And many communities have separate school boards and then sepa-
rate city councils and county commissions, so that the receiver of
the CDBG dollars, the reformulated dollars, the Strengthening
America’s Communities dollars would have no jurisdiction or abil-
ity to impact that. Are the items that you identify in your presen-
tation, the metrics items that you intend to move forward with
this? Is this also something that the community is going to deter-
mine as to what applies?

Mr. SAMPSON. These are illustrative in nature and not definitive
at this point or positive. What I would say, the criteria that you
have mentioned are specifically those for the bonus fund or the
community challenge fund, which is a bonus over and above the
basic formula of funding grant opportunity. We know, first of all,
that issues such as crime rates and educational performance are
absolutely critical issues in building a positive business environ-
ment to attract new private investment into a community.

Second, we would hope that by providing incentive funding, that
in those cases that you have mentioned where you have separate
governing bodies for schools and cities, that it would force a much
closer or incentivize a much closer collaboration on addressing
these fundamental issues to economic and community performance
with the availability of incentive funding out there.

Mr. TURNER. For the core grant program, you identify increasing
home ownership. And one of the discussions that we’ve had is that
HUD will retain the responsibility over the housing grant programs
that go to these communities. Isn’t that going to result in duplica-
tion of effort between Commerce and HUD?

Mr. SAMPSON. I don’t believe so, sir. Clearly, one of the most im-
portant drivers in building a positive business environment is the
availability of affordable housing. There are many communities
around this country that simply cannot successfully attract new
business investment because of the lack of affordable housing. The
core mission of HUD remains the housing mission. But what this
encourages is the development of an economic development strat-
egy, to recognize the importance of housing and affordable housing
as a component of building a comprehensive positive business envi-
ronment.

Mr. TURNER. Thank you.

Mr. Dent.

Mr. DENT. Thank you.

Mr. Sampson, I thought I heard you say something. Perhaps you
could clarify the statement. You were talking about communities
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that had 2 or 3 percent poverty that were currently receiving
CDBG funds. They were entitlement communities, I take it.

Mr. SAMPSON. That’s correct, sir.

Mr. DENT. Could you get us a list of those communities? I would
love to see those.

Mr. SAMPSON. I can give you an illustrative list. I don’t have a
comprehensive list. But communities such as Palo Alto, CA; Boca
Raton, FL, Scottsdale, AZ. Newton, MA, Neighborville, IA—or,
Neighborville, IL. Neighborville, IL, for example, has a poverty rate
of 2.2 percent. And when you look at other communities in that re-
gion, such as Gary, IN, with poverty rates of 26 percent, Chicago
of 20 percent, the administration believes that it is time to
reprioritize these poverty alleviation funds that are going to com-
munities that do not have high rates of poverty.

Mr. DENT. I would agree with you. How are you defining pov-
erty? AFDC families? Or what’s the criteria?

Mr. SAMPSON. I don’t know what—it’s the standard definition,
the Census definition of poverty. I'm sorry, sir.

Mr. DENT. I just find that remarkable. Where I live, I guess cit-
ies of Allentown and Bethlehem would be considered entitlement
communities, or 50,000 people, but the poverty rates are consider-
ably higher. I find it remarkable that we have communities that
are that relatively affluent that are receiving these programs. I see
CDBG as a program that is supposed to support essentially, I won’t
use the term distressed, but declining or distressed communities I
guess is the proper term.

Mr. SAMPSON. Well, Congressman, we believe, the administration
believes that it is fundamentally not defensible in this kind of envi-
ronment.

Mr. DENT. I would agree with that. There is also concern, too,
with how Commerce adjusts this so-called regional bias, the re-
gional bias. And poverty is considered as it is dictated by the Cen-
sus Bureau. And as you just mentioned, most of the areas in pov-
erty are found in the southwest region of this country. Will your
Strengthening America’s Communities program provide a sub-
stitute for poverty in calculating which cities and States are eligi-
ble for these grants to prevent that bias?

Mr. SAMPSON. Congressman, I'm aware that there is an ongoing
effort at the Department of Commerce and at the Census Bureau
to look at modernizing the definition of poverty. I think that is
something that is ongoing that I don’t—it’s not within my portfolio,
so I can’t speak definitively to that. But the goal of this program
is to ensure that whatever measure that we determine the criteria,
that it will clearly pass the sensibility test; that anyone could look
at these communities and say these are some of the most impover-
ished communities in America. And while we might disagree at the
margins or exactly where that line is drawn, I believe that when
you look at the broad scope of entitlement communities, there is
going to be broad consensus that there are communities that are
wealthy communities, and then there are communities that are
clearly economically distressed, and that we ought to be able to
achieve broad consensus as to what those most distressed commu-
nities are.
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Mr. DENT. And when you send over that list of communities that
are relatively affluent receiving these CDBG funds, I would also
like to see how much funding they’re actually receiving and how
the formula plays out—I'm trying to understand this, I'm new here.
I'd like to see where I am in Allentown, or Bethlehem, PA, where
we have relatively poor communities; I would like to see what those
numbers are that we receive compared to those communities and
see if the funding is driven based on poverty, or just the fact that
you're over 50,000 people, does that entitle you what percentage of
the funds?

Mr. SAMPSON. I can tell you—I'm not the expert here on formula,
but there are a number of factors. It is more than just population.

Mr. BERNARDI. That’s true.

Mr. DENT. I would just be curious to see what those relatively
affluent communities are receiving.

Mr. BERNARDI. They receive, per capita, less than, obviously, the
communities that are more distressed. It’s based on formula A and
formula B, and whichever formula benefits the community is the
formula that HUD provides to that community.

There are communities, as the Assistant Secretary indicated,
that are affluent communities, but on a per capita basis they re-
ceive, based on the formula, considerably less amount of money.

Mr. SAMPSON. And, Congressman, if I could just add to that,
most of the discussion this morning has focused on urban areas. I
would also point out that some of the most impoverished areas of
our country are rural and small communities that are not entitle-
ment communities, and we believe that there is a very compelling
case to be made that we need to focus on those areas, and not just
have the entire discussion on urban America.

Mr. BERNARDI. That’s true; but if I can add, the States receive
a CDBG allocation of 30 percent, and they provide resources to the
towns and villages that are impoverished.

Mr. DENT. Well, how about a bureau where I live; we have many
municipalities—we’re a very densely packed area, but multiple mu-
nicipalities, many of them are not entitlement communities be-
cause of their population, below 50,000, small bureaus, for exam-
ple, but are contiguous to the cities. How would they be impacted?
I mean, they’re not really rural communities.

Mr. BERNARDI. Well, the State of Pennsylvania

Mr. DENT. Pennsylvania would take the 30 percent, and then

Mr. BERNARDI. The State of Pennsylvania receives an allocation
from HUD, along with the other 49 States, and they disperse that
money to the communities that they ascertain through a process
that are in most need.

Mr. DENT. Thank you. And again, I just wanted to finish where
I began in the first round of questioning.

Some of the consolidations may make some sense logically to me
as I look at this, just from my experience, particularly in that
brownfields area in the urban empowerment, because I believe that
Congress should have the capacity to manage those types of pro-
grams; but I get back to the housing initiatives, and that’s where
my main concern is with the administration’s proposal. By consoli-
dating, will we have better programs if the capacity may or may
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not be there in Commerce to deal with these types of programs
where HUD has had a great deal of expertise over the years?

Mr. BERNARDI. We have a home program, as you know, Con-
gressman, and that’s a $2 billion budget. It’s an increase in 2006
over 2005 that we’re requesting in the American Dream Downpay-
ment Initiative, which is the President’s initiative to provide first-
time home ownership for minority home ownership in this country,
and the goal is to have 5% million more minority homeowners by
the end of the decade; and we’re at 2.2 million right now, 40 per-
cent of that goal, and we’re very proud of that. The home program
basically goes to the construction of affordable housing for low-in-
come Americans. It’s a very targeted program. Those that qualify
have to be at 80 percent or less median income.

So we've done very well when it comes to home ownership in this
country. As you know, it’s at an all-time high of 69.2 percent; mi-
nority home ownership is over 51 percent—first time ever over 50
percent—in the last quarter of 2003. So this administration,
through the Department of Housing and Urban Development, Sec-
retaries Martinez and Jackson have really concentrated on provid-
ing home ownership opportunities to deserving Americans, low-in-
come Americans.

Mr. DENT. And I would concur. And I would also just add that
at least where I live, a lot of these types of funds have been used
to help us lower the density of our populations where we have what
were once unoccupied residences, rowhomes that became three
multiunit apartments, raising the density, more trash in the
streets, cars, kids in the schools and all that, and we’ve done a rea-
sonably good job of trying to deconvert back to an owner-occupied
setting. And so we've seen some success with that.

I guess in conclusion the only thing I would say is that HOPE
VI, I know your goal there, too—and this is a little off track, I
guess, but HOPE VI, you propose to eliminate that program this
year. I guess your goal is to try to reduce or eliminate the 100,000
or so what I call old housing developments, but people might call
them projects, I guess. We have a very old one in my community,
and we have a very aggressive plan, and the timing of this isn’t
great for us. You did a nice job of getting rid of 100,000 units ap-
parently, but not where I live. And there is a great deal of interest
in the cities of Allentown and Easton regarding HOPE VI, and I'm
hoping that it can be continued at least for 1 more year.

Mr. BERNARDI. Congressman, the HOPE VI funding, there has
been 120,000 distressed units during the life of that program that
have been taken down, and 88,000 was the number that when that
program initiated 5 years back or so that were considered dis-
tressed; so we’ve done over and above that.

The fact of the matter is there is an awful lot of money that’s
in the pipeline, I believe it’s over $2 billion, and we would like to
see that money move forward and provide the opportunity to de-
molish those kinds of structures, and at the same time provide
housing for the folks that live there. As you know, our budget for
2006 calls for the rescission of that $143 million.

Mr. DENT. And my only point is that the moneys intended—we’re
going to spend it well in my community, should we get it; it’s going
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to be some very aggressive rehabilitation of what have been dis-
tress areas, and we will do a great deal to enhance the community.

Thank you.

Mr. TURNER. Thank you.

Gentlemen, with that, we will end our questioning. I will ask you
if you have any additional statements or any thoughts that you
want to add to the record.

Mr. BERNARDI. Just thank you for the opportunity to be here,
and we will continue the dialog.

Mr. TURNER. Great. We thank you for participating and for your
input. This is certainly an important discussion.

We will go to our panel two, then. Thank you, gentlemen.

Turning to our second panel, then, which includes stakeholders
from the U.S. Conference of Mayors, the National Association of
Counties, National League of Cities, National Association of Local
Housing Finance Agencies, the National Association for County
Community and Economic Development, the National Community
Development Association, the National Association of Housing and
Redevelopment Officials, Council of State Community Development
Agencies have submitted a joint testimony to our committee.

We have appearing for oral testimony Mr. Don Plusquellic, presi-
dent of the U.S. Conference of Mayors; Mr. Angelo D. Kyle, presi-
dent, National Association of Counties; Chandra Western, the exec-
utive director of the National Community Development Association,
on behalf of the NCDA and the National Association for County
Community and Economic Development. We also have Mr. James
C. Hunt, who is a councilman, city of Clarksburg, WV, who will be
testifying on behalf of the National League of Cities.

For the second panel, as you heard from the first panel, it is the
policy of this committee that all witnesses be sworn in before they
testify. I would ask that you please rise and raise your right hands.

[Witnesses sworn.]

Mr. TURNER. Let the record show that all the witnesses re-
sponded in the affirmative.

We want to welcome you, and we appreciate your testimony
today and your participation in what obviously is going to be an
important discussion on not only about the successes or the prob-
lems that these programs that have been targeted represent, but
also the recommendations by the administration and other ideas or
thoughts that you might have as to how these programs may be ap-
proved and the importance of them to your community.

We will begin with Mayor Plusquellic, president of U.S. Con-
ference of Mayors, and mayor of Akron, OH.
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STATEMENTS OF DON PLUSQUELLIC, PRESIDENT, U.S. CON-
FERENCE OF MAYORS; ANGELO D. KYLE, PRESIDENT, NA-
TIONAL ASSOCIATION OF COUNTIES; CHANDRA WESTERN,
EXECUTIVE DIRECTOR, NATIONAL COMMUNITY DEVELOP-
MENT ASSOCIATION; AND JAMES C. HUNT, COUNCILMAN,
CITY OF CLARKSBURG, WV, ON BEHALF OF NATIONAL
LEAGUE OF CITIES

STATEMENT OF DON PLUSQUELLIC

Mr. PLusQuUELLIC. Thank you. Thank you very much, Chairman
Turner.

First I would like to thank you and the other members of the
subcommittee for inviting the Conference of Mayors to share our
thoughts about this proposal to virtually eliminate the Community
Development Block Grant Program.

You were a strong leader with the Conference when you were
mayor of Dayton, and we appreciate your continued leadership in
addressing the issues before the communities of our Nation.

I am also very pleased to be here today with local government
colleagues and others supporting this effort that we have under-
taken to oppose, and I mean 100 percent unanimously oppose, the
budget proposal that would eliminate the CDBG program by merg-
ing it with 17 other programs and moving it to the Commerce De-
partment, and, as you pointed out in your opening statement, cut-
ting the overall funding by 30 percent.

We stated this position when the proposal was first mentioned
and announced that we had no prior consultation with anyone on
this issue, and we unanimously reaffirmed this position during the
last week’s winter meeting in Florida where we met with Dr.
Sampson and told him directly of our opposition.

CDBG has been successful for 30 years, and based on that suc-
cess, the Nation’s mayors urged Congress to continue the program’s
current funding and leave it in the Department of Housing and
Urban Development. Our written statement, joint statement, has
been previously submitted for the record, and it is replete with
that, or it shows clearly the outstanding performance of CDBG over
the 30 years. I won’t bore you with those numbers, but it has cre-
ated in just the last year 78,000 jobs. Nearly 160,000 households
receive housing assistance, and of that number 11,000 became new
homeowners, a priority of President Bush. A number of other sta-
tistics that are in that report, they point out the proud record that
we have of using these HUD funds wisely. I might also mention
that the HUD Web site has further information on the success.

In Akron we've used these funds to clear dilapidated or old
houses that have outlived their usefulness, and we’ve helped lever-
age private sector developers to come in and build new housing in
our oldest neighborhoods. We’ve helped induce the private owner of
a grocery store chain to open in an area that was not served with
a grocery store in many years. And we’ve helped senior citizens, as-
sisted handicapped children, and, again, helped new homebuyers to
purchase homes.

Much has been said, and you heard today, about OMB’s rating
of CDBG and this perceived lack of performance outcome. First, I
know the national organizations representing appointed officials
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and elected officials worked for a year with OMB to try to develop
new performance outcome measurements, and we were very dis-
appointed that OMB turned aside an agreed-upon framework of
sound performance measures instead of the proposed—and instead
proposed elimination of CDBG.

And second—and I believe this is most important, it is to me—
the performance ratings, talking about leveraging private sector
funds in particular and looking at the outcome in just raw numbers
is not only misleading, I use a clause that many have used: “It may
be factually correct, but it’s inferentially wrong.” It infers that
somehow we’re doing something with these moneys other than
what was intended, and that we’re not meeting some performance
standard, that it would be easier to measure and to achieve if we
were doing that out on some green pasture in some urban sprawl
area. And I have made an analogy to two doctors, one working in
sports medicine with 16, 17, 18-year-olds, and others working with
old guys like me. How much time do you think it would take me
to come back from an injury with all the arthritis I have—I was
going to mention this to Mr. Johnson and compare him, and just
suggest how our grandkids might respond to good doctoring. And
if you measure that doctor working with a sports medicine clinic
and the time that it takes elderly people to come back from inju-
ries, clearly it’s not the same scale. We're talking about two dif-
ferent situations.

The CDBG money is used in some of the most distressed and dif-
ficult areas in the community, and yet they’re some of the most im-
portant, because what we do is keep from allowing that decay from
older buildings, older structures from spreading, and we thereby
bring back the whole community.

There are pockets of poverty in almost every community across
this country, and it’s important to remember that when they start
talking about 38 percent going to communities that are below the
poverty line, I think one of the most important things that we've
done is reach out to the private sector, and the comments from
groups like the Real Estate Round Table and International Council
of Shopping Centers who are standing with us are most important
because they recognize the benefit of these CDBG funds in doing
the kinds of things that are vitally necessary to bring back those
older neighborhoods.

And so I hope this committee and the Congress will recognize the
great work that’s been done across our country. I look forward to
working with you.

And, Congressman Turner, as you know, in our time working to-
gether in Ohio, I have a pretty good record of managing the city
of Akron for 19 years without raising 01ty income tax for city activi-
ties or city purposes. During the 1990’s when money seemed to be
flowing into every city, we were right-sizing by cutting employees.
I'm not one to look at programs and want to see a lot of waste.

We are perfectly happy, when we save this program in HUD and
save this funding level at $4.7 billion, to sit down with you and
anyone else here in Washington to try to improve the program; but
cutting it does no one any good and will harm the ability of com-
munities across this country to address some of our most pressing
needs.
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I thank you very, very much for the opportunity to testify, and
I look forward to working with you, and certainly to the questions
that you and the committee members may have. Thank you.

Mr. TURNER. Thank you, Mayor.

[The prepared statement of Mr. Plusquellic follows:]
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The U.S. Conference of Mayors (USCM), National Association of Counties (NACo),
National League of Cities (NLC), National Association of Local Housing Finance
Agencies (NALHFA), National Association for County Community and Economic
Development (NACCED), National Community Development Association (NCDA),
National Association of Housing and Redevelopment Officials (NAHROQ), and the
Council of State Community Development Agencies (COSCDA) appreciate the
opportunity to present this statement to the House Subcommittee on Federalism and the
Census. We offer this testimony in strong support of the Community Development Block
Grant Program (CDBG) and in equally strong opposition to the Administration’s
“Strengthening America’s Communities Initiative.”

The Administration’s FY 2006 budget proposes the total elimination of CDBG. In
CDBG’s place, the Administration is proposing the creation of a smaller program within
the Department of Commerce that will focus solely on economic development. We
strongly oppose this substantive policy change for several reasons. First, CDBG is the
nation’s premier community development program with a long record of success.
Second, the Department of Housing and Urban Development (HUD) and the Department
of Commerce each play an important role in an intergovernmental partnership with
respect to community and economic development. These roles must be preserved.
Overall there is no reason to eliminate CDBG or create a new program within the
Department of Commerce to administer federal community development funds.

CDBG was signed into law by President Gerald Ford in 1974. Now in its 30™ year,
CDBG is arguably the Federal Government’s most successful domestic program. The
CDBG program's success stems from its utility i.e., providing cities, counties and states
with flexibility to address their unique affordable housing and neighborhood
revitalization needs. Based on HUD’s most recent data, in FY 2004 alone the CDBG
program assisted over 23 million persons and households.

CDBG Has Positive Impact

HUD, OMB and grantees celebrated CDBG’s anniversary last September under the
theme “Performance Counts.” This was entirely appropriate because CDBG has been
performing at a high level for 30 years, and it continues to produce results. In fact,
according to HUD, more than 78,000 jobs were created or retained by CDBG in FY
2004. In addition, in FY 2004, 159,703 households received housing assistance from
CDBG. Of this amount 11,000 became new homeowners, 19,000 rental housing units
were rehabilitated and 112,000 owner occupied homes were rehabilitated. In FY 2004,
over 9 million persons were served by new or reconstructed public facilities and
infrastructure, including new or improved roads, fire stations, libraries, water and sewer
systems, and centers for youth, seniors and persons with disabilities from CDBG funds.
In addition, more than 13 million persons received assistance from CDBG-funded public
services in FY 2004, including employment training, child care, assistance to battered
and abused spouses, transportation services, crime awareness, and services for seniors,
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the disabled, and youth. In addition, over time grantees provide CDBG-funded loans to
businesses located in distressed neighborhoods, with minority businesses receiving
approximately 25% of the loans,

CDBG has been achieving results like this throughout it history. An analysis performed
by Professor Stephen Fuller of George Mason University in 2001 shows that over the first
25 years of the CDBG program CDBG-funded projects created 2 million jobs and
contributed over $129 billion to the Gross Domestic Product (GDP).

Examples of CDBG at Work

Consider the following examples of CDBG at work in the community. These projects
were all award winners at last September’s 30™ Anniversary Celebration of the CDBG
program.

The City of Jacksonville-Duval County, FL has invested more than $20 million to
revitalize the Royal Terrance neighborhood, one of its oldest and poorest. The
improvements included extensive drainage, sewer, paving and curbs and gutter
improvements. Since 1998, CDBG, together with HOME funds, has been expended to
rehabilitate the homes of 72 low- and moderate-income residents. In addition, CDBG
funded-rehabilitation has resulted in 75 homes of low- and moderate-income persons
being hooked up to sewer lines. A $700,000 Section 108 loan guarantee assisted with the
rehabilitation of a 200-unit apartment complex where all of the residents receive
Section-8 rent subsidies. A private investor contributed $4.5 million to the rehabilitation.
CDBG funds also addressed part of the rehabilitation of vacant buildings in the Royal
Terrance neighborhood that have now been converted into commercial facilities that
house businesses.

Los Angeles County used CDBG funds to develop its Business Technology Center, the
largest high-tech business incubator in California. Opened in 1998, the BTC is a 40,000
square-foot facility in a minority community that was developed with CDBG funds ($3.5
million) and Economic Development Administration funds ($2 million). This is a good
example of the programs of the two agencies complementing each other. Development
of the facility removed a blighted structure, provided an anchor to revitalize a commercial
corridor, and used technology to jump-start a disadvantaged community. Today, the
BTC serves 39 tenant and affiliate firms with specialties ranging from fuel cells to
biometric software to make DNA micro arrays more effective. Over 45% of the BTC
firms have received more than $65 million in equity investment and created more than
475 jobs.

The City of Portland, Oregon’s Rosemont project involved the redevelopment of an
cight-acre site to preserve the historic Villa St. Rose School and Convent while creating a
range of affordable homeownership and rental housing opportunities. Completed in
2002, Rosemont integrates several different housing types, provides a spectrum of
affordability, and includes much-needed community services. There are 100 units of
senior rental housing in the preserved and expanded Villa St. Rose Convent building.
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There are 18 new family rental units, 17 affordable homes for first-time homebuyers, 30
town homes, several single-family homes for sale at market rate, and a Head Start facility
that will have five classrooms and administrative offices. The City provided $3.9 million
in permanent CDBG financing to develop the senior housing, helped with the site
planning, made street and other public improvements, and provided homebuyer
assistance.

Yuma, Arizona’s historic Carver Park Neighborhood is a 22-block area that is 73%
Hispanic and has a high rate of unemployment with nearly half of its residents living in
poverty. The City designated it a Neighborhood Revitalization Strategy Area under the
CDBG program in 2000. As a result, significant improvements and additions have been
made to the neighborhood’s housing stock. Thirty-six town homes and 89 units of new
rental housing (constructed with Low-Income Housing Tax Credits) have been built. An
additional 40 units of private single-family units have been added to the housing stock,
53-units have been rehabilitated, and two homes were reconstructed. HUD also approved
a Section 108 loan guaranteed for homeownership activities. The neighborhood just
celebrated the opening of the Dr. Martin Luther King Neighborhood Community Center,
a safe place for youth to gather. The improvements made in this neighborhood
demonstrate the impressive leveraging of public and private funds and programs to
maximize CDBG funding. To date a total of $27.5 million in additional investment has
been leveraged for neighborhood revitalization from a total CDBG investment of $4.1
million.

The City of Dayton, Ohio has focused its community development efforts on eradicating
blight from its neighborhoods and making large abandoned commercial sites available for
re-use and redevelopment in order to create jobs. From 2000 to 2003, the city spent $3.8
million to clear 61 acres of blighted commercial properties in order to make these
brownfields sites available for business re-use. Of the 61 acres, 10 have been developed
for a new business incubator and the expansion of Select Tool, a Dayton manufacturing
firm that retained 55 jobs and will create 100 new jobs. In addition to brownfields
redevelopment, the City spent over $600,000 for business loans and grants to 29
businesses, resulting in the creation of over 56 jobs for low- and moderate-income
residents. In addition, from 2000 to 2003, the City spent over $350,000 in workforce
development programs and partnered with such local agencies as the home builder’s
association to equip under- and unemployed residents in accessing living wage jobs. Over
800 low- income residents were served through the City’s workforce development
partners and 172 were placed in full-time, living wage jobs. Overall, from 2000 to 2003,
the City leveraged $61 million in additional private and public funds for every CDBG
dollar it allocated.

When disaster strikes, Congress usually turns to the CDBG program to help provide relief
as it did for Florida in the wake of last year’s devastating hurricane season. CDBG has
also been an effective resource in helping New York City rebuild after the September 11®
tragedy. HUD has provided New York with $3.483 billion in CDBG funds to be
administered by the Empire State Development Corporation (ESDC) and its subsidiary
the Lower Manhattan Development Corporation (LMDC). Of that amount, $700 million
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has been committed to ESDC and $350 million to LMDC for business retention/attraction
and economic loss compensation. An additional $305 million is being used by LMDC
for a residential incentive program, training assistance and administrative costs. The
process of designating the balance of the funds continues, and CDBG will continue to
play a critical role in the City’s recovery.

The Self Help Virginia water and sewer program is able to bring centralized water or
sewer service (and often both) to remote, undeserved, low-income rural communities
where conventional infrastructure financing (loans or grants) would not be economically
feasible. The program takes advantage of local volunteer labor to provide water and
sewer services where those services would be difficult or unaffordable to provide through
conventional needs, particularly in the state’s Appalachian counties. In the past six
year’s the state has provided over $6.1 million in CDBG funds to assist 30 projects. Over
100 miles of pipe have been laid. Over 2,800 people now have (or will soon have)
reliable water and sewer service. The state has further supported revitalization in these
areas with housing rehabilitation grants and other community development investments.
The state has stretched its dollars by combining CDBG funds with Appalachian Regional
Commission funds and local dollars. The state estimates the cost savings from this
program to be $10 million (a 62% reduction from the estimated “retail cost” of these
projects if they had been contracted out).

CDBG Works, Why Eliminate It?

CDBG is popular on both sides of the aisle, and the private sector recognizes its value as
well. Senator George Voinovich (R-OH) said recently at the U.S. Conference of Mayors
Winter Meeting that “CDBG is the finest Federal program ever to impact cities... [it]
should be increased, not decreased.” The President of the Mortgage Bankers Association
of America, Michael Petrie, was quoted at the same meeting as stating “we need to work
together to preserve funding for HUD programs such as CDBG.” Senator Christopher
Bond, Chair of the Senate HUD Appropriation’s Subcommittee, and someone who has
considerable experience with CDBG as a former governor and as chair, was quoted in the
February 8™ edition of the Washington Post as saying that the proposal “makes no sense.”

We are frankly puzzled that the Administration offered this sweeping proposal. In late
January, HUD Secretary Alfonso Jackson told the Winter Meeting of the U.S.
Conference of Mayors that the Bush Administration is “... committed to the CDBG
program. He said that CDBG “...is a good program and the Administration is committed
to seeing that it meets its responsibilities.” He said that the FY 2006 budget “... would
be fiscally conservative but it will allow you [mayors] to carry out your responsibilities.”
What a remarkable turn of events to see that the FY 2006 budget completely eliminates
the CDBG programi.

The organizations represented by this testimony do not agree with the poor rating the
program received by the Office of Management and Budget (OMB) as part of its
Performance Assessment Rating Tools (PART) process. Our analysis of the PART
suggests that it is an inappropriate measure of a block grant program’s performance.
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Instead, it lends itself to an assessment of categorical programs. As described above,
contrary to the results of this inappropriate rating tool, the program does work well.
Since its enactment in 1974, the program has been, and continues to be, 2 critical
affordable housing and neighborhood revitalization tool for communities. While
providing essential services to citizens nationwide, CDBG also acts as an engine of
economic growth. It creates jobs and retains business, and it provides communities with
the tools to make needed infrastructure improvements, all with t a focus on low- and
moderate income persons and their neighborhoods.

The PART review of CDBG states that the program lacks performance outcome
measures. NCDA, NACCED, NAHRO, and COSCDA worked with OMB and HUD for
nearly a year on performance outcome measures for HUD’s four formula grant program:
CDBG, HOME Investment Partnerships Program, Emergency Shelter Grants (ESG) and
Housing Opportunities for Persons with AIDS (HOWPA). Through a consensus, the
group has developed a framework and specific outcome measures to evaluate the
effectiveness of these programs. OMB helped develop this and has signed off on the
framework and the outcome measures. HUD is in the process of implementing it. We
worked in good faith with OMB and HUD in developing sound performance measures
for CDBG; all parties supported the existing program. Why suddenly has OMB shifted
its support of the program? Why did it develop a whole new “Strengthening America’s
Communities” (SAC) Initiative to replace CDBG when all parties agreed that CDBG had
great accomplishments that could now be reported through our newly created
Performance Measures system?

Administration’s “Strengthening America’s Communities” Proposal

It has been reported that a “Cross Cutting Working Group” of senior staff from federal
agencies recommended these changes and that is the genesis of the Strengthening
America’s Communities Proposal. This is patently untrue. That group met last year to
develop common outcome measures for certain federal programs. The work of that
group was to collect information in a common way about programs that helped
communities. However, each of the federal programs proposed to be eliminated plays a
different role, and each is still very much needed.

1t is difficult for us to comment on the Administration’s proposal without knowing the
full details. The Initiative is undefined and unknown at this point. What is clear is that
18 programs that touch on urban and rural economic development, at an FY 2005 funding
level of $5.5 billion, are proposed to be turned over to the Department of Commerce and
reemerge as a new program whose funding level is proposed at $3.71 billion, a reduction
of nearly $2 billion. We do not support such an initiative. We do not support the
elimination of the CDBG program in any form nor do we support the transfer of its
funding or the funding of any other HUD program to the Department of Commerce.

With the creation of this Initiative, the Administration seems to be suggesting that CDBG
is only an economic development program. In FY 2004, 25% or $1+ billion in CDBG
funds went to housing activities — assistance to first-time homebuyers, and single- and
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multi-family housing rehabilitation. Another 40% of the funds went to support public
infrastructure — water and sewer facilities, streets and sidewalks, fire stations, and
community centers, all in low- and moderate-income neighborhoods.

It is also reasonable to question whether the Commerce Department has the capacity to
administer a multi-billion dollar program. Its $257.4 million economic development
grant and loan programs are dwarfed by HUD’s $4.7 billion CDBG program. HUD,
together with its more than 1100 urban, suburban and rural CDBG grantees, constitutes
an effective infrastructure for program administration. State and local grantees are
intimately familiar with the CDBG statute and implementing regulations. It begs the
question, why not move Commerce’s economic development programs to HUD for it to
administer?

Moreover, programs currently located within the Department of Commerce’s Economic
Development Administration (EDA) portfolio already address several of the issues
contemplated by the new initiative. EDA’s grant and loan programs are utilized by local
governments to stimulate private sector job growth, ease sudden and severe economic
distress and promote long-term economic development planning. They are critical to the
nation’s distressed areas across the country. EDA’s programs were reauthorized last year
through FY 2008, a move strongly supported by local governments. The severe impact
created by the loss of these important resources cannot be understated.

In addition, a major concemn for us, and the communities we serve, is the issue of
repayment of Section 108 guaranteed loans. Section 108 is a component of CDBG and
allows communities to fund large scale projects pledging future CDBG allocations to
repay these loans. Many communities across the country have undertaken projects
financed by Section 108 guaranteed loans and depend on their CDBG allocations for
repayment. Without CDBG, these communities would be forced to repay these loans
with their own funds. This would put many communities at risk of repayment and/or
reduce already diminishing local general revenues.

Summary

In summary, we find this new proposal totally unacceptable, and we are extremely
disappointed that this tactic is being used as an excuse to eliminate CDBG and cut much
needed resources to communities. A key priority of the Bush Administration is
stimulating the domestic economy by creating jobs and expanding homeownership, and
that is exactly what CDBG does. CDBG is good business and is the foundation of our
nation’s communities.

The fact is, CDBG is working, and it will work even better once HUD implements the
new performance outcome measurement system. It needs to remain at the Department of
Housing and Urban Development and funded in FY 2006 at a funding level of at least
$4.7 billion, with no less than $4.35 billion in formula funding. This funding level
approximates the FY 2004 funding level and the amount requested by the President in his
FY 2005 budget.
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Mr. TURNER. Next we will hear from Angelo D. Kyle, president,
National Association of Counties.

STATEMENT OF ANGELO D. KYLE

Mr. KYLE. Thank you, Mr. Chairman, Congressman Turner. We
appreciate this opportunity to testify this afternoon.

My name is Angelo Kyle. I am a county commissioner from Lake
County, IL, and I currently serve as president of the National Asso-
ciation of Counties, representing the 3,066 counties in the United
States. We appreciate this opportunity to testify.

Mr. Chairman, you have asked us to question and answer wheth-
er the Strengthening of America’s Communities Initiative is the
right step toward greater efficiency and improved accountability.
Our answer is a resounding no.

In our opinion, based on 30 years of experience in Federal com-
munity development programming, this initiative is not the right
step. The right step is to maintain the CDBG program and incor-
porate the performance measures, negotiate it with OMB and
HUD.

HUD’s own data tells us that in fiscal year 2004, over 23 million
people were assisted by the program. Most of these people are of
low and moderate income, especially the elderly and the disabled.

For more than 30 years the program has created a unique flexi-
ble and valuable partnership between the Federal, State and local
governments that is both effective as well as beneficial. In fiscal
year 2005, 177 county governments received over $600 million that
will create and assist county governments with activities designed
to create jobs, leverage private investments, rehabilitate housing
units and improve the lives of citizens through a range of service
programs.

In Los Angeles County, CA, CDBG has been used to create the
largest high-tech business incubator in California, the Business
Technology Center. Since 1998, this center has created more than
475 jobs and revitalized a formally blighted neighborhood.

My own home of Lake County, IL, will use its $2.9 million fiscal
year 2005 allocation to assist with a range of programs and activi-
ties such as daycare, transitional housing, homeless assistance, fair
housing, emergency food assistance, homeowner rehabilitation,
first-time homebuyer assistance, and employment training, as well
as for important infrastructure improvements, public services, and
economic development activities.

As president of the National Association of Counties, I have
made home ownership one of my primary Presidential initiatives,
especially for our first responders. The very people that we expect
to pay the ultimate price, to serve and protect our communities,
cannot pay the asking price to afford to own a home in the same
communities in which they serve.

The administration has chosen to completely eliminate CDBG by
consolidating it along with 17 others in this new program. We op-
pose this proposed consolidation. First, the new program would
focus solely on economic development. Activities undertaken with
CDBG funds must meet at least one of three national objectives:
to principally benefit low and moderate-income persons, prevent
slum or blight, or to meet urgent community development needs
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that pose a serious and immediate threat to the health, safety and
welfare of the community. By emphasizing factors such as poverty
and job loss, the consolidation is silent with respect to the myriad
activities CDBG funds that meet those national objectives.

The new consolidated initiative would leave these activities at
the State and local level without a Federal funding stream, mean-
ing that the Federal Government would be getting out of the busi-
ness of community development. There is a vital role for the Fed-
eral Government to play in this arena.

Community development is a related but essential complement to
economic development activities. Congress must preserve the func-
tions of both community and economic development at the Federal
level to maintain effective intergovernmental partnerships that cre-
ate and sustain viable communities.

Second, criticisms of CDBG are largely as a result of an inac-
curate assessment of the program, using the Office of Management
and Budget’s program rating assessment tool, also known as the
PART. The PART fails to consider the broad and wide-range nature
of the program, as well as the role of local governments in design-
ing activities using CDBG that address challenges that are of par-
ticular value to their community.

Third, the consolidation reflects a flawed assumption that the
CDBG dollars are no longer needed in many of the Nation’s blight-
ed urban areas that are located in high-income counties. I can as-
sure you that there is a need in every part of this country. NACo
is concerned that the consolidation is funded at $3.71 billion, which
is below the $4.15 billion allocated under the CDBG formula in fis-
cal year 2005 alone. How will the consolidation address more need
with less resources?

As local elected officials, we are on the ground level interacting
with citizens on a daily basis. CDBG can and still does positively
impact lives. There is simply no need to change the architecture of
the Federal Community and Economic Development programming
for one simple reason: CDBG works.

In conclusion, I want to commend the committee for bringing at-
tention to the CDBG program, and thank you for your leadership
and inviting us to testify, and I would be happy to answer any
questions. Thank you.

Mr. TURNER. Thank you, Mr. Kyle.

Chandra Western.

STATEMENT OF CHANDRA WESTERN

Ms. WESTERN. Good morning, Chairman Turner.

My name is Chandra Western, and I am the executive director
of the National Community Development Association. I am pleased
to be with you this morning to speak on behalf of NCDA and the
National Association for County Community and Economic Devel-
opment in support of the Community Development Block Grant
Program. Together these two associations represent over 550 com-
munities which minister to the CDBG program locally.

First and foremost, let me say that the CDBG program works;
I know this personally. I have been a practitioner and an advocate
for this program for over 20 years. CDBG provides State and local
governments with the flexibility needed to provide an array of serv-
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ices and activities in over 1,100 communities across America. It is
often the carrot that brings in other investors, both public and pri-
vate, to distressed and needy communities that would otherwise
not be redeveloped.

According to HUD, for every CDBG dollar, nearly $3 is leveraged
in private funding. Because the program works so well, we vigor-
ously, vigorously oppose the administration’s Strengthening Ameri-
ca’s Communities Initiative, an initiative that is designed to re-
place CDBG and 17 other programs. To be frank, we were shocked
to see CDBG eliminated in the administration’s fiscal year 2006
budget, and this new initiative suggested in its place.

The arguments the administration puts forward for this new ini-
tiative lend themselves to great scrutiny. One reason the adminis-
tration gives for the creation of this new program is to develop one
program that is focused on economic and community development
funding in order to avoid the maze Federal departments and com-
munities must navigate now in order to access community and eco-
nomic development funding. This begs the question, why not fold
the smaller economic development programs from the other Federal
agencies into CDBG and HUD? CDBG, at $4.7 billion, is by far the
largest of the 18 programs that is proposed for consolidation; and
HUD already has a State and local government network in place
to administer these programs.

According to the administration, this new $3.71 billion consoli-
dated grantmaking program will provide funding to communities
most in need by setting eligibility criteria determined by job loss,
unemployment levels and poverty. CDBG funds are already di-
rected to those most in need. Currently over 95 percent of CDBG
funds are allocated to low and moderate-income persons. In fiscal
year 2004 alone, CDBG assisted over 23 million persons in house-
holds. It also assisted in the creation or retention of 78,000 jobs for
low or moderate-income persons.

Another reason given by the administration for the creation of
this initiative is that most other programs that have been proposed
for consolidation lack clear goals or accountability. We do not be-
lieve this is the case. Congress decided how the programs should
have been administrated, how the program goals are to be defined.
We think that Congress was right. We have addressed this issue
for CDBG. NCDA, NACED and several other national associations
spent the last 2 years working with OMB and HUD and reached
a consensus on a performance outcome for CDBG. We worked in
good faith with OMB and with HUD, and HUD is in the process
right now of implementing the new performance measurement sys-
tem that the group created. The administration’s new initiative
reniiers this considerably expensive and thought-provoking effort
useless.

CDBG does more than the new initiative ever could. The new ini-
tiative focuses primarily on economic development activities, while
CDBG is much broader, providing funding for affordable housing,
public facilities, public services and economic development.

How would existing communities fund these—CDBG programs
continue to meet these other needs if this new initiative is enacted?
The answer is they would not be able to meet these current needs.
The beauty of CDBG is that it is a program that allows commu-
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nities to decide how best to use their funds, whether it be for hous-
ing, neighborhood revitalization or economic development, or some
other activity that the locality decides is a priority for it. The new
initiative would take away this flexibility.

CDBG was designed as a flexible program for locally determined
needs that would address housing and community development ac-
tivities within that community. We do not believe that this new
program—or how many of the communities in this existing pro-
gram would be funded under the America Communities Strength-
ening Initiative. We do not know, if the President proposes a sig-
nificant cut in the funding of community development, how these
programs would be funded. At $5.8 billion now, the new program
would be $3.71 billion. That is a 30 percent cut to the existing eco-
nomic and community development programs.

In short, there are too many unknowns with the new program,
and too many positive knowns within CDBG; therefore, we support
continuation of CDBG within HUD at a funding level of $4.7 billion
in fiscal year 2006.

Mr. Chairman, National Community Development Association
and National Association for County Community and Economic De-
velopment appreciate the opportunity to testify before you today,
and we offer ourselves for comments and questions as the hearing
proceeds. Thank you very much.

Mr. TURNER. Thank you.

I want to acknowledge that in addition to our Vice Chairman
Dent, we also have with us Virginia Foxx from North Carolina. I
also want to relate that our minority members of the subcommittee
have largely not been able to attend as a result of the weather,
which we all know by seeing the news the difficulty in travel, and
I appreciate that each of you have made significant efforts to be
here today. And we certainly will make certain that everybody in
the subcommittee and the committee is aware of the testimony that
we have received and the importance of what you've told us today.

I would like to recognize James C. Hunt, National League of Cit-
ies.

Mr. Hunt.

STATEMENT OF JAMES C. HUNT

Mr. HuNT. Thank you, Mr. Chairman and members of the sub-
committee, and I certainly feel that this is a historic first hearing
for this subcommittee.

My name is Jim Hunt, and I'm a city councilman and former
mayor of Clarksburg, WV. I'm testifying today in my capacity as
first vice president of the National League of Cities.

The National League of Cities’ concerns with the administration’s
Strengthening America’s Communities Initiative are threefold. The
proposal would drastically reduce community development funding
that cannot be replaced. No. 2, the proposal would alter eligibility
requirements to the disadvantage of some low and moderate-in-
come communities. No. 3, the proposal would narrow the mission
of the CDBG program, which would reduce its flexibility and effec-
tiveness.

The administration’s proposal would consolidate 18 current pro-
grams with a combined fiscal year 2005 budget of $5.6 billion into
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a new two-part grant program with only $3.7 billion in funding.
That is a drastic cut, nearly $2 billion. What is even more alarming
is the majority of the funding for this new and smaller program
will come from CDBG.

CDBG has played a critical role in rejuvenating distressed neigh-
borhoods and alleviating economic decline in all types of commu-
nities. It is one of the best and only tools currently available to
spur economic growth. However, CDBG is not just a jobs creator
or economic development tool; it is also a catalyst for affordable
housing and new public infrastructure.

For example, my city of Clarksburg, WV, using CDBG grant
funds, constructed a new water line that serves the FBI’s new
CEGIS Division in Clarksburg, which now has 2,700 employees in
my community. This project also opened up hundreds of acres of
land that are now a hotbed of economic development activity. Be-
fore the project these properties were idle because they had no reli-
able access to water. Today these lands generate jobs, spur eco-
nomic activity and provide housing and greenspace. They also gen-
erate new revenue for the city, the State, and ultimately the Fed-
eral Government. Yet despite measurable successes such as these,
the Office of Management and Budget proposes to gut CDBG in
favor of the Strengthening America’s Communities. What is the ra-
tionale?

The details are still unclear as to which communities will be eli-
gible for SAC grants, but it seems clear that they must, at the very
least, have poverty and job rates above the national average. If this
is so, then the administration has made the mistaken assumption
that impoverished neighborhoods no longer exist in communities
ranking above the national average on the poverty and job loss
index. We at the local level, however, know that this is far from
reality.

Using national averages to measure assistance needs ignores the
reality that our Nation is comprised of local economic regions that
are unique. For example, the majority of families who earn below
the regional medium household income in the greater Washington,
DC-Baltimore metropolitan area may earn more than the national
poverty rate, but they are just as much in need of assistance be-
cause of the cost of living, and this region is significantly higher
than the national average.

Second, OMB claims that the programs like CDBG have no
measurable results. The administration’s proposal suggests new
performance standards like job creation, new business formation
rates, commercial development and private sector investment as
tools to determine whether the communities receiving the
Strengthening America’s Communities funds are achieving results.
Unfortunately measuring results by these criteria makes little
sense for the communities that are chronically impoverished, have
little to offer in the way of resources, and are unlikely to show sig-
nificant progress over a relatively short period. In short, they are
being set up to fail.

Clarksburg, WV, recently used a $250,000 Small Cities Grant to
demolish vacant and dilapidated buildings in certain neighborhoods
throughout our city. These structures were havens for crime, tar-
gets for vandalism and fire, and an attractive nuisance for children.
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We use the vacant lots created by the projects to expand busi-
nesses, as well as create space for larger yards and garages for our
citizens. It is very difficult to assess the impact of removing a drug
den from a neighborhood using economic criteria alone; moreover,
it is difficult to assess the economic impact in relation to this type
of project over a short period, yet the administration’s proposal ap-
pears to try to do just that.

Mr. Chairman, closing down a drug den may not immediately
create job growth, spur new business formation or encourage new
commercial and residential development; however, it will imme-
diately increase the quality of life of its neighbors. That is measur-
able and is the foundational beginning for any plan to attract new
commercial and residential development in the future. Throughout
West Virginia, when you travel to virtually every city from large
to small, you don’t have to drive very far to find the areas of our
cities and towns where poverty and despair reign.

Mr. Chairman, the one-size-fits-all approach proposed by the ad-
ministration will likely stifle the flexibility and effectiveness cur-
rently found in the CDBG. For these reasons the National League
of Cities and its member cities throughout the country will aggres-
sively advocate for the continued existence of a strong and distinct
CDBG grant program. We hope that you will help us by urging
your colleagues in the Appropriations Committee to fully fund
CDBG formula grants at §4.35 billion, and $4.7 billion overall.
Thank you for this opportunity to appear.

Mr. TURNER. Thank you.

[The prepared statement of Mr. Hunt follows:]
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Testimony of the Honorable James C. Hunt,
City Councilor, Clarksburg, West Virginia
and
First Vice President, National League Cities

Before the House Government Reform
Subcommittee on Federalism and the Census

March 1, 2005

Chairman Turner, Ranking Member Clay and members of the subcommittee, thank
you for the opportunity té appe‘ar before you today to discuss the Administration's
proposed shift of Community Development Block Grant (CDBG) program to the
Depaitment of Commerce. My name is Jim Hunt. I am City Councilman and

former Mayor of Clarksburg, West Virginia and am appearing before you today as

First Vice President of the National League of Cities.

The National League of Cities, the nation’s oldest and largest organization for
municipalities, represents 18,000 cities and towns and over 140,000 local elected
officials. Its mission is to s.trengthen and promote cities as centers of opportunity,
leadership, and governance, and to serve as a national resource and advocate for the
municipal governments it represents. No matter the size of city, programs like the

Community Development Block Grant (CDBG) program have played a critical role
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in rejuvenating distressed communities and alleviating economic decline throughout our nation’s

cities.

CDBG has played a critical role in rejuvenating distressed neighborhoods and alleviating
economic decline in all types of communities. It is one of the best and only tools currently
available to spur economic growth. However, CDBG is not just a jobs creator or economic

development incubator, it is also a catalyst for affordable housing and new public infrastructure.

Take my city of Clarksburg, West Virginia, as an example. Using CDBG grant funds,
Clarksburg recently constructed a new water line that serves the FBI's new Criminal Justice
Information Services Division building. The facility employs over 2,700 people in and around

my community.

This project also opened up hundreds of acres of land that are now a hotbed of economic
development activity. Before the project, these properties were either blighted or idle because
they had no reliable access to water. Today, these lands generate jobs, spur economic activity,
and provide housing and green space. They also generate new revenue for the city, the state, and

ultimately, the federal government.



67

Testimony of the Honorable James C. Hunt
Before the House Subcommittee on Federalism and the Census
March 1, 2005

This story is echoed in cities across America:
o Tuscaloosa, Alabama used $2 million in CDBG funds to renovate an area near the
University of Alabama. The project helped create more than 100 new jobs and
retained many more.
o Milwaukee, Wisconsin used the program to rehabilitate or construct more than
700 affordable housing units — and help more than 250 low income, first-time
home buyers live out the American dream.
Unfortunately, the Administration is proposing to eviscerate the CDBG program by shifting its
funding to a new and significantly smaller program within the Department of Commerce. For
reasons to be outlined shortly, NLC urges you to reject the Administration's proposal and to

maintain CDBG as a distinct and separate program within the Department of Housing and Urban

Development (HUD).

A. The Administration's Strengthening America's Communities Initiative (SAC)
Would Not Serve the President's Goal of Supporting Economic Development,

The Administration’s Strengthening America's Communities Initiative (SAC) will have a
tremendous impact on the way the Federal government allocates communit;l development funds.
Unfortunately, it has offered little in the way of details to the various stakeholders. Therefore, it
is difficult to quantify one's concemns without knowing the specifics. However, based on the

documents released by the Administration in support of the proposal, local governments have

these initial concerns
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Specifically:

1. The proposal would drastically reduce community development funding by roughly $2

billion -- funding local governments will not be able replace.

2. The proposal would significantly alter eligibility requirements to the disadvantage of

some low- and moderate- income communities.

3. The proposal would narrow the performance standards from that of the current CDBG
program to only economic criteria, a step that would drastically reduce the flexibility

and effectiveness of community development monies.

1. The Administration’s SAC Program Would Drastically Reduce Funding for
Community Development Programs That Cannot Be Recovered.

The Administration’s SAC proposal collapses 18 current programs, whose combined fiscal year
2005 budgets total approximately $5.5 billion, into a single grant program funded at $3.7 billion.
The Administration's proposed budget for SAC grants represents a funding cut of nearly 35
percent from what Congress allocated in fiscal year 2005 for all 18 programs. This cut
disproportionately harms CDBG funding because CDBG’s fiscal year 2005 funding level of $4.7
billion represents nearly 80 percent of the $5.5 billion of combined funding. Moreover, the

proposed $3.7 billion for SAC grants is $1 billion short of CDBG’s current funding level.
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The Administration claims that it is seeking to "retarget and refocus” these funds to create new
program efficiencies. However, from a practical standpoint, NLC questions whether moving the
programs from HUD, where administrative and professional infrastructures already exist and
function well, to the Department of Commerce will generate any real savings because building
the agency’s capacity to administer the programs alone would likely consume any cost savings
derived from consolidating these programs.

2. The Administration's New Eligibility Criteria Would Ignore the Needs of Many Low-

and Moderate - Income Communities.

The Office of Management and Budget claims that SAC will better fund communities most in
"need of assistance” by creating new eligibility criteria around national job loss, unemployment,
and poverty rates. Too many communities, it says, receive funding that they no longer need,

even though many of these communities have poverty rates below the national average.

The details are still unclear as to which communities will be eligible for SAC grants, but it seems
clear that they must, at the very least, have poverty and job loss rates above the national average.
If this is so, then Administration has made the mistaken assumption that impoverished

neighborhoods no longer exist in communities ranking above the national average on the poverty

and job loss index. We at the local level know however, that this is far from reality.

Using national averages to measure assistance needs ignores the reality that our nation is

comprised of local economic regions that are unique. For example, the majority of families who
5
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earn below the regional median household income in the greater Washington, D.C. - Baltimore
metropolitan area may earn more than the national poverty rate, but they are just as much in need
of assistance because the cost-of-living in this region is significantly higher than the national

average.

Throughout West Virginia, when you travel to virtually every city, from large to smali, you
don’t have to drive very far to find the areas of our cities and towns that have been forgotten;
where poverty and despair reign. This one-size-fits-all approach proposed by the Administration
will likely stifle the flexibility and effectiveness currently found in CDBG. The result will be
that many cities and towns will still be forgotten and poverty and despair will continue to reign.
3. The Administration’s Proposal Would Narrow Performance Standards, Drastically
Reducing the Flexibility and Effectiveness of Community Development Monies.
The Office of Management and Budget claims that programs like CDBG have no measurable
results. The Administration's proposal suggests new performance standards like job creation,
new business formation rates, comumercial development and private sector investment as tools to
determine whether communities receiving SAC funds are achieving results and thus, their

eligibility to retain funds or to earn bonus grants.

Unfortunately, measuring results by these criteria makes little sense for communities that are

chronically impoverished, have little to offer in the way of resources, and are unlikely to show
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significant progress over relatively short periods. In short, these communities are being set up to

fail.

For example, Clarksburg recently used a $250,000 CDBG grant to demolish vacant and
dilapidated buildings in certain neighborhoods throughout our city. These structures were
havens for crime, targets for vandalism and fires, and an attractive nuisance for our children.
The city used the vacant lots created by the project to expand businesses as well as create space

for larger yards and garages for our residents.

Unfortunately, it is very difficult to assess the impact of removing a drug den from a
neighborhood using economic criteria alone. Moreover, it is difficult to assess economic impact
in relation to this type of project over a short period. Yet, the Administration’s proposed criteria
would try to do just that. Closing down a drug den may not immediately create job growth, spur
new business formation, or encourage new commercial and residential development. However,
it will immediately increase the quality-of-life of its neighbors. That is measurable and is the
foundational beginning for any plan to attract new commercial and residential development in

the future.

Since its creation in 1974, CDBG has had a three-pronged mission to: (1) benefit llow- and
moderate-income individuals and households; (2) eliminate slums and blight; and (3) address the

urgent needs of communities faced with a serious and immediate economic or health threat.
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These goals have allowed local government broad latitude in how it uses grant funds, and
whether that use is for the creation of new economic development opportunities, affordable
housing, public facilities, or services. Ultimately, these goals have given cities the latitude to
address "urgent needs” like eliminating drug dens and other cancers on our communities --
latitude not found with other programs. It is because of CDBG’s flexibility and autonomy of
local control that the CDBG program has become, from the local government perspective, the

most effective form of federal assistance currently available.

If the Congress alters the CDBG program as proposed, however, we in West Virginia fear that
the state’s entitlement cities will be placed in direct competition with non-entitlement cities as
well as with larger municipalities located across the nation. CDBG communities have already
faced reduced funds from the program. This problem does not necessarily stem from huge cuts
in CDBG funding. Instead, it is the result of a continued and growing need. More simply put,
more communities have been competing for a static or slightly decreasing pot of money. Now
the Administration proposes to cut that scarce funding by a total of nearly $1 billion ($2 billion if
one includes the other 17 community development programs). This cut can only exacerbate the
problem and increase competition among localities.  To say that the SAC proposal is a
compassionate attempt to bring more money to distressed areas like those in West Virginia is to

deny the reality that there will be less funding for an ever-larger universe of need.
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B. The CDBG Program Should Remain Flexible and Distinct from Other Community
Development and Economic Development Programs and Should Be Level Funded
for FY 2005.
The long-standing goal of community development has been to improve the physical, economic,
cultural and social conditions and opportunities a community offers its residents. For this reason,
NLC urges the Congress to work with state and local governments as a full partners in achieving
this goal. Over the last 30 years, the CDBG program has served as an excellent example of a
successful federal and local community development partnership. For this reason, NLC will
continue to advocate in Congress for a fully-funded CDBG program at the Department of
Housing and Urban Development that is distinct and separate from other economic and

community development programs.

NLC will strongly support legislation that funds CDBG formula grants at no less than $4.35
billion and the overall program at $4.7 billion. Moreover, NLC will support legislation that
keeps the CDBG program within the HUD account and provides a direct, flexible and reliable

source of funding to local government. Lastly, NLC will seek to maintain the current “dual

formula” system where at least 70 percent of CDBG formula funds go directly to cities.
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Mr. TURNER. We're going to go now to a round of 10-minute ques-
tions.

One of the things that I think is most important for us, as we
talk about CDBG, is the fact that each and every community can
utilize these funds for different goals and objectives. I know that
in the city of Dayton, for example, every neighborhood is different,
so that our use of CDBG funds for economic development projects,
community development projects, housing projects would each be
different.

Now, I would ask Mayor Plusquellic and Commissioner Kyle and
Mr. Hunt, if you would each speak on that issue of—I am certain
that all your communities are not the same, and that the varied
needs of CDBG—varied needs of your community permit you,
through CDBG, to tailor them to the needs of your community.

Mr. PrusQueLLIC. Thank you. Mr. Congressman, I would also
add that the funding mechanisms are different and the available
resources are different from community to community, State to
State. Your county was very aggressive in starting a program to
help provide economic development dollars for each community to
share. There’s a formula that’s used. And so in some ways I would
look at Dayton and Akron and say even within the same State, you
might have additional resources to be used for economic develop-
ment purposes that the city of Akron doesn’t have because we
chose to do something else along the way to provide extra money
for housing on a countywide basis.

So every situation is different, every community is different, and
every funding resource formula is different. And so it adds to the
need to have a program that is flexible and allows us not to just
adopt this cookie cutter—as Jim Hunt had suggested earlier—that
the Federal Government is attempting to do.

I think that flexibility may be, in all honesty, the one that sort
of gets us in trouble sometimes because some Members here on the
Hill here have something that they don’t necessarily agree with.
They might not understand why that someone might use money for
a certain purpose. But when you look at a neighborhood and you
look at one—and I talk about spending money, for instance, on a
grocery store. Most people probably in America can’t even fathom
that there isn’t a grocery store right down the street somewhere
from them.

But if you look at the older neighborhoods where businesses have
abandoned—and I love working with the private sector; I have a
great relationship with our business community—but it’s pretty
hard for me to get them enticed to go in on some market basis to
fix the roof of an elderly person’s home just on a market basis. It’s
a matter of helping that senior citizen stay in her house or his
house and have a better quality of life, which is exactly what many
of these dollars do. And so having the opportunity for me to go in
one neighborhood in Akron and say the most important thing that
I can do here is to try to provide the incentive necessary to get a
private developer to come in and put in a grocery store so the resi-
dents of that neighborhood that don’t have a grocery store for miles
can get their basic necessities, and go to another neighborhood
where there is a high percentage of elderly people still living in
their homes—and they want to do that—to help them live in a safe
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environment, putting a new roof on, maybe providing some extra
wiring, new wiring that’s needed to make the home not only more
livable, quality of life, but safer, and help entice a new family to
come in when that senior citizen leaves, I think, are two examples
of how we in Akron use the dollars differently, which may be com-
pletely different, for instance, than the way Dayton might have
used it for downtown development or other things.

Mr. TURNER. Commissioner Kyle.

Mr. KYLE. Thank you, Mr. Chairman.

In Lake County, IL, we utilize the CDBG funding in a variety
of ways. And I think that has been one of the assets of the CDBG
program is its flexibility. As you know, a lot of the Federal-funded
programs are very stringent in what you can utilize those alloca-
tions for, so I think the flexibility is actually an asset to the pro-
gram.

We've utilized the funding for our Affordable Housing Commis-
sion in Lake County, IL, where we not only promote and market
affordable housing opportunities, but we also provide funding to
those community developers who specialize in the construction of
affordable housing. Also, we utilize it for emergency food assistance
programs.

And I think what we must realize is that there are pockets of
poverty in every community. You will identify homelessness and
hunger in Palms Springs, CA, to Greenwich, CT, in Hollywood. In
several of the most affluent capital cities and counties in the
United States you will find pockets of poverty. So if we have a sig-
nificant amount of the citizens of a particular community who will
drive up the median income of that particular city or county, do we
just ignore the pockets of poverty that will still exist in those com-
munities? I think that’s the important thing here.

Also, we've utilized our funding for daycare services, and we
would like to question whether or not those types of service deliv-
ery systems will continue out of the Department of Commerce. Will
public services continue? Will infrastructure improvements con-
tinue? And I think we must realize and not just confine the Com-
munity Development Block Grant Program into just bricks-and-
mortar type of a program. Community development programs also
develop morale in a program—in a community. It also develops
self-esteem, self-confidence, self-motivation. These types of pro-
grams actually produce productive citizens in a community, and I
think that criteria is oftentimes not measured in the significance
of these Community Development Block Grant Programs, and they
cannot always be measured in bricks and mortar and hammers and
nails.

Mr. TURNER. Thank you very much.

Councilman Hunt.

Mr. HUNT. Mr. Chairman, one of the things that when you look
at why different neighborhoods have a different look with CDBG is
I think one critical component of the CDBG is that we asked low
and moderate-income persons to come to meetings on these plan-
ning; so what the needs in Dayton, OH, and in Clarksburg, WV,
they’re going to reflect the needs of these moderate and low-income
persons that come out.
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And I think, as most of us will attest, that some of those meet-
ings are the most critical ones we hold as public officials. And when
you look at it in Akron, when they say we’d like a grocery store,
in West Virginia that’s not generally a problem, but when you look
at community centers in rural areas, community centers are the
lifeblood of the communities.

So I think the one thing that you look at CDBG is the flexibility;
the other is we've asked people, just according to the statute that
we follow that says, what are your needs in your community? And
that’s why you’re going to get a different face on it completely
across the country. And I think it would be difficult to punish the
CDBG recipients for doing exactly what the statute asked.

Mr. TURNER. I asked you that question in order to ask you this
next one. One of the things that we have as justification for dis-
mantling these programs and reconstituting them is that the per-
formance measures that are currently being utilized in judging the
CDBG program have not favorably reflected upon the program. The
performance measure that is currently being used is the PART
analysis, known as the Program Assessment Rating Tool. I'm going
to read you one paragraph of it and I'd like you to respond to it
because I think this is something that you might have a contrary
view to.

And the question is: Is the program designed so that it is not re-
dundant or duplicative of any other Federal, State, local or private
effort? And the answer in the measurement analysis here says,
“Federal, State and local programs, as well as other for-profit and
nonprofits, address similar objectives. CDBG funds are rarely the
only resource for the community development activities of public
agencies or nonprofits.”

Now, my experience and my understanding has been that of the
types of projects that you are describing, that you don’t have read-
ily available to you another either Federal, State or local source to
fund those. I would like your comments on that and I will start
with the mayor.

Mr. PrLusQuUELLIC. Well, I think it’s the leveraging issue. There’s
certainly other funding sources that we all have, depending on our
State laws and local ordinances and the provision of—the level of
political will that the local government leaders have to ask their
own people to step to the table to provide resources. And we have
different mental health levies that go on in Ohio, we have different
school levies and needs of school. All of these issues someone could
say somehow they’re overlapping, but when we can use CDBG
moneys to attract private sector investment in particular, but even
if we have to, to make a project work, put some other local re-
sources to work.

We put some money in, city dollars, into the grocery store
project. I'm not sure how somebody sitting in some office here in
the Beltway thinks that’s a bad thing that there are other sources
out there. The question is are there other sources to make up for
the significant cut here, even if you accept—which I don’t, and the
Conference of Mayors does not—that this is, you know, really fully
funded to really meet the people that are the most neediest?

If you look at the 30-something percent cut, and you look at the
30-something percent that they say are below the poverty line, if
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you wiped out that percentage just on a per capita basis, you would
say there is no more money then for the neediest. I mean, I can
do the math if I get the list that you have requested from OMB
and from Dr. Sampson, but even if we were talking about the same
level of funding, shifting and doing some things that are supposed
to be for improving a program, we don’t see it that way because
the funding level is much lower.

So bringing other funds, bringing other resources to the table is
exactly what public-private partnerships are all like, and I think
bringing in some of the public agencies, for instance, and having
city governments or others put money into it—that could be a coun-
ty, it could be a park district, depending on the State law—that
have other resources, I don’t see as a bad thing. I see it as a col-
laborative effort in each community to meet the needs of that com-
munity. And I go back to this flexibility that you mentioned earlier;
that’s why these funds are flexible and each community gets to de-
cide what their priorities are.

Mr. TURNER. Commissioner.

Mr. KYLE. Thank you.

I think we could look at your question also in reverse. If we're
looking at some potential duplication of services or deliveries out
of the CDBG program and in the Department of Commerce, we can
also look at it from the standpoint of if we’re specifying the hous-
ing-related projects, we could also transfer the Housing and Eco-
nomic Development-related projects from the Department of Com-
merce over to CDBG. And then we could also eliminate some dupli-
cations in reverse from that aspect also.

But the significance of the CDBG program, as we have indicated,
they provide certain unique programs like transitional programs,
transitioning individuals who have, for example, been incarcerated.
We have a recidivism program in Lake County, IL, where we're
providing funding through CDBG to transition individuals that
have been incarcerated back into the work force with job skills de-
velopment and those types of issues; also individuals who have fall-
en into drug addiction and transitional programs to transition
t}llem back into the work force to make them productive citizens
also.

So these types of programs, they also produce an element of
pride in your community, which would be a criteria that’s lacking
in a lot of other Federal-funded programs. And as I indicated, these
types of things are difficult to measure, particularly with the cri-
teria and the standards that are being utilized to measure these
types of delivery systems.

Mr. TURNER. Thank you.

Ms. Western.

Ms. WESTERN. I think that is a very good question, but what I
would like to comment on really is looking at the proposal the ad-
ministration has put forward in terms of consolidating programs
from CDBG and 17 others into a new program. When CDBG was
created as a consolidation of seven other programs because there
was too much redundancy and too difficult in terms of applying for
funding across the national—the Federal level—if you look at the
program, CDBG has 28 eligible activities, and it allows for each
community to determine its priority needs based on three national
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objectives that the Congress determined was what the program
should undertake. And so when you look at duplication of effort,
and you've already rolled in seven programs into one, and now
you’re looking at trying to roll in 18 programs into 1, the Federal
Government itself duplicates the effort; it’s not that the program is
duplicative of other efforts.

I think CDBG is the program that should be the one that focuses
on cities and communities and neighborhoods because it allows for
locally determined, identified, prioritized needs based on what Con-
gress intended them to do with these funds. And if you see every-
one doing different things differently, that’s why the program ex-
ists, because it supports every community’s goals and objectives
through this one source of funding, and HUD.

Mr. TURNER. Councilman Hunt.

Mr. HUNT. Mr. Chairman, you know, the private sector does do
affordable housing, they do have a very effective affordable housing
program, and that is, if you can afford it, they will build it. And
I think that’s, in a nutshell, a little bit of the difference of when
we talk about affordable housing. And that’s why it’s not an over-
lap with the private sector or other programs is that in many cases
the private sectors had the opportunity to come into my town and
into Akron and into other communities at any point and purchase
these dilapidated properties. The taxpayers have already invested
in water and sewer, sidewalks, streets, facilities that run right in
front of these dilapidated properties. Any private developer can do
it.

One of the challenges, however, is when you add in asbestos reg-
ulations, when you add in the different costs of removing these
properties, what the cheapest thing to do is and what’s happening
all over America is we go out to greenspace and we start putting
in new roads and water and sewer. And I will tell you that the cost
of putting in water and sewer for a neighborhood of 30 in a subdivi-
sion is clearly more expensive than tearing down a dilapidated
house and salvaging the neighborhood for those other residents.

And you have to look at it on a real-world basis, when you walk
those neighborhoods and that house comes down, and all of a sud-
den—and I don’t think there’s any public official that can contest
this, is when you tear down a house in a neighborhood, the build-
ing permits on the adjacent properties go up, and somebody who
wasn’t going to put a deck on now invests in a deck, somebody who
wasn’t going to put siding on now puts siding on.

It’s not even something you say it thinking, gee, somebody will
argue with you because we will all see it. And when improvements
are made in neighborhoods, no matter how bad they are—and
that’s why graffiti removal, when you start looking at gang activi-
ties in most of our communities—in West Virginia there was an ar-
ticle in the Charleston Gazette about gang activity in West Vir-
ginia, something I never thought we’d see—when you look at it, it’s
signified by the graffiti that is growing out in these small little
West Virginia towns. When we take an active role of graffiti re-
moval—we’re not going to eliminate gangs in West Virginia with
methamphetamines, but we do have the tools that we can go after
some of these activities.
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So I just say, I mean, when you look at neighborhood redevelop-
ment, private sector is in there every day—predatory lending; there
are a lot of nasty things in our neighborhoods. CDBG are funding
the type of activities that work toward the betterment of those
neighborhoods.

Mr. TURNER. Thank you.

Mr. Dent.

Mr. DENT. Yes, thank you.

Mr. Hunt, you made a good point there about the uses of these
CDBG funds. In my experience it’s been very useful when moneys,
public moneys, whether they be CDBG or other public moneys, be
used for demolition or mediation or buying those power hoses to re-
move the graffiti, or whatever the case may be, or even tearing
down an old dilapidated house and putting a little pocket park, or
maybe even a parking lot, depending on the circumstances of a
densely packed neighborhood.

But the administration has a point, and I think, Mr. Kyle, you
spoke to the issue a little bit, but I guess I have a problem with
a community like Boca Raton, FL, getting the CDBG money if, in
fact, it has the capacity in the local community to take care of some
of those projects themselves. I would rather reserve those precious
public dollars for those communities that are truly distressed, that
do need to tear down that dilapidated, drug-infested house, what-
ever the case may be.

But does the administration have a point; should we not be look-
ing at those communities that are not very impoverished, but are
somehow getting these dollars?

Mr. HUNT. And were not going there with guns getting the
money; there are rules and regs that are portrayed for this.

And there’s no question, you make a good point; but it’s like, let’s
reevaluate the program within the existing confines. It doesn’t
seem to make sense that if that’s the one issue of which we haven’t
even clarified how much of those dollars and what they've been
spent on, because there are eligible activities even within those
communities, that they have to be targeted to low-income and mod-
erate-income persons. But even if that’s the case, then let’s solve
that problem without completely dismantling one of the most effec-
tive community development programs.

And I think even through the testimony, like I said, we don’t
have a clear number of how much of that is actually occurring
when you look at clearly you do have examples of communities, of
low and moderate-income communities, that are using these funds.

Mr. PLUSQUELLIC. I think it would be difficult for me to give tes-
timony on behalf of a wealthy community. Akron is not a wealthy
community in that measurement. But I'm sure one of the things
they would say is they send more than their share of taxes here
to Washington, and they ought to get some of it back; I'm sure that
would be their first argument. And if, in fact, there are still people
who meet the requirements—because keep in mind, Congress es-
tablished the requirement that the moneys still have to be spent
70 percent low and moderate. If they don’t meet that requirement,
they can’t get the funds.

So, I mean, I think there is a protection there, I guess, from
wealthy communities spending these dollars on wealthy people,
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which is sort of the inference in that 38 percent, which I said is
so, in my opinion, misleading; it’s probably accurate, factually cor-
rect, but inferentially wrong. It infers that they’re spending it on
wealthy people in wealthy neighborhoods, and that just can’t be by
the regulations themselves.

Mr. DENT. OK. And finally I guess, Mr. Kyle, you had mentioned
something about, I guess, measuring the program, you talked about
capital funding. I thought you made some reference to capital fund-
ing shouldn’t be the primary emphasis. Did you say that? I was
trying to get a clarification. I've always liked using these public
dollars for capital purposes because I could see the results in my
community, whether you’re tearing down the building, removing
the graffiti, even if you are going to hire a couple code enforcement
officers. Whatever the case, I want to make sure there is something
tangible as opposed to paying for something that’s less measurable.

Mr. KYLE. Sure. I appreciate the question. We utilize the fund-
ing, our CDBG funding, in Lake County, IL for programs like
emergency food assistance, to provide food in food pantries
throughout various blighted and dilapidated neighborhoods. We'd
also used the funding, as I'd indicated, for day care, for those indi-
viduals who cannot afford day care but still have to go to work
every day. We utilize the funding also for a recidivism program,
which is a program to make those individuals who have been incar-
cerated, teaching them job skills, development, job training, and
transition them back into productive citizens. We also utilize that
program also for a drug transitional program, to counsel and train
individuals of how to stay off of drugs and how to make them more
productive citizens.

So these are the types of programs that are not necessarily brick
and mortar but they are pragmatic in nature and systemic, where-
as we don’t necessarily have to build a building to provide these
programs.

Mr. DENT. I guess just from my experience with the program,
where I live at least, it seems that those programs you mentioned,
while they are worthy, whether it’s child care or helping people re-
turn from prison back to the mainstream of life, they are worthy
initiatives, but I am just not aware of, like where I live, of commu-
nity development funds, for example, being used for that type of
initiative. It’s more in line with what Mr. Hunt had talked about.

Mr. KYLE. Sure.

Mr. DENT. And that’s where I would like to see the focus.

Mr. KYLE. Sure.

Mr. PLUSQUELLIC. May I comment? Many of these programs con-
nect up with other things we are doing. Let me give you an exam-
ple, and I can’t speak for 1,100 communities across the country, but
if we are helping a new homeowner, single mother, purchase a first
home, and, for whatever reason our system, whatever, whoever is
responsible for not allowing every person 19, 21, 25, 30 years old
to know and understand how to get good credit and keep good cred-
it, we have a credit counseling agency that works with them for
some period of time so that we are not just encouraging go buy a
new home, we will give you some down payment, you can work in
there, and then you go back and charge everything on credit card
and you lose your home, that we in our community believe strongly
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and the President of the United States has said he believes strong-
ly in home ownership. So it may be a social service agency and
money spent for that, but we try to connect it up.

We've supported home delivery, a local group raises a lot of dona-
tions locally, but we have supported at various times for home meal
delivery for senior citizens, that we fix the roof and add the safe
wiring, so that it connects up with helping seniors stay where they
want to stay and not feel afraid to live in that neighborhood.

So I think many of these things that you look at are connected
up to the hard types of capital investment that you are suggesting.
And I am not sure what the percentage—in Akron we only spend
about a half a million out of the 13 million on those social service
agencies. So in most communities it’s a small part.

Mr. DENT. That is fine. That would be my thinking as well.

And I want to conclude just by saying the administration, as I
mentioned a few minutes ago, I believe there is some logic to tak-
ing some of these programs they’ve identified—and, again, I'm look-
ing at the brownfields in particular and maybe urban empower-
ment zone grants, just to name two—but there might be some logic
in consolidating them or shifting them into commerce, based on my
experience, that it might look more like economic development ac-
tivities as opposed to perhaps community development or housing
activities. And I would just like to hear what your thoughts would
be.

I am not suggesting that CDBG be moved over, but what do you
think? Are they onto something here with some of these programs,
whether they come out of HUD, or perhaps agricultural or wher-
ever the program may be, should they not be moved to Commerce?

Mr. PLUSQUELLIC. Well, let me say something first of all that I
meant to say. I have personally deep respect for Dr. Sampson. We
have worked in Akron with Dr. Sampson and EDA, the Commerce
Department, on several things including an incubator project. I be-
lieve he is a very knowledgeable professional, and competent, and
knows and understands economic development.

I think much of the testimony we have heard is there are so
many other ways that community development block grant moneys
are used that improve the communities that don’t go into these
numbers that OMB pumps out and the statistics. You just can’t
measure those things on straight job development.

So I believe he is sincere in trying to make this work, but in our
meeting he mentioned that EDA—I believe the numbers are cor-
rect, I'm sure someone in the room will correct me if 'm wrong—
EDA administers a program right now at about $370 million. And
first and foremost, to stick this HUD program of $4.7 billion into
a program and compare the efficiency and effectiveness of a pro-
gram that primarily deals with business people, and now you are
dealing with elderly and low-income folks in dilapidated neighbor-
hoods, and all that just doesn’t make sense at all. Is there a piece
of the—I don’t have the agencies here. Is there some piece?

Someone mentioned brownfields. Could that be moved under
Commerce because it’s dealing with business and revitalizing? This
is my own personal—this isn’t the Conference of Mayors; we
haven’t taken a position on that. But I think, like you, that might
make some logic for some small part of those 17 programs that you
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are talking about. We believe strongly that CDBG should not be
moved, and that’s the—you don’t move a big program, doing a lot
of other things, into one over here that’s only dealt with business
development.

Mr. DENT. I understand. The main concern here today is CDBG,
and the other programs, well, we could have a discussion perhaps
another time.

Mr. PLusQUELLIC. I was trying to say yes without giving in com-
pletely, Mr. Congressman. I hope you understood.

Mr. DENT. Thank you.

Mr. HUNT. I think one thing is important to look at the arith-
metic, though, on the proposal, is that clearly CDBG is going to
bear the brunt of the cuts. So the other 18 programs combined,
even if they all went to Commerce, CDBG was retained as funding.
I mean, you are paying for all those 18 programs out of the current
CDBG program. And I would make the comment a lot of times the
brownfields’ perception is that this is an urban issue and it’s not.

We just last week took ownership of a former glass factory in our
town that was put up for public auction that had gone through the
Federal brownfields remediation. And, to be quite honest, one of
the challenges and one reason that CDBG might have a role there
is the private sector are very leery of going in the first owner of
a brownfields site. We had a courthouse sale. We had over
$400,000 of liens in our community against this site where we’d ex-
pended cleanup, and no private sector or person came up for a
property that’s valued well over $1 million. So from what our un-
derstanding is and talking to the private sector is that you may
well have to expend CDBG money to make it attractive enough for
the private sector to stay.

Mr. DENT. I agree with you 100 percent on that. I represent the
largest brownfield site in America in Bethlehem Steel, the old
Bethlehem Steel site. I know what you are talking about. And that
public money, whether it’s CDBG or other funds, you have to put
it in there because nobody is going to take their private dollars and
remediate that site and accept the liabilities. We have a good
brownfield program where I live.

Mr. KYLE. And if I could just add, Congressman, is that when we
talk about brownfield funding, if you would look at the objectives
of the brownfield funding out of CDBG, which is primarily for rede-
velopment purposes, and the brownfield funding out of the EPA is
for cleanup. So therefore you have the same type of funding, but
the funding has different objectives and different goals.

Ms. SMITH. I would just like to say that all the programs that
are being proposed for consolidation and be moved over at Com-
merce are already eligible under CDBG. In fact, brownfields used
to be a part of CDBG before it became a separate program that
identified specific activities in conjunction with other funding. And
brownfields are still eligible under CDBG as a part of the CDBG
program. So I would think that the economies of scale would be
more readily maximized if you put everything over in the CDBG
and at HUD, already an existing infrastructure for delivery. It goes
directly to communities where the programs are going to be funded
anyway, and it provides communities with parameters in what they
can spend the funds on, based on how they have identified their
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needs to public participation process so they can determine what
to spend the money on, when, and why.

So, I mean, I think that the whole proposal is counterproductive
in terms of maximizing efficiency to move the big program and
what it’s been doing for 30 years over to Commerce without any in-
frastructure or any idea how the distribution of funds is going to
take place to accomplish the same things we are already doing, and
doing very well.

Mr. TURNER. With that, that ends our questioning. And like the
panel before you, I will give you an opportunity if there is any clos-
ing remarks or additional thoughts that you would like to provide
for the record.

Mr. PrusQuELLIC. Thank you. I would like to thank you once
again, Congressman Turner, and the others, for allowing us an op-
portunity to state as strongly, hopefully, as we can here today how
important CDBG funds are. I would like to make an offer that
when this is settled and everybody realizes that HUD has done a
good job, every program can be improved and we can look at work-
ing together, that we get some of the folks from inside the Beltway
here who run numbers to get on a bus—I didn’t say a plane be-
cause that would be wasteful government spending—but get on a
bus and take a tour of America and go through eastern and west-
ern Pennsylvania where the Governor gets $55 million of CDBG to
distribute to the small communities. Come to Ohio and see what
all the cities there are doing with the CDBG. And continue across
the country to actually see from year to year, and measure those
neighborhoods that cannot statistically ever measure up to some
green pasture. And if they would do that and see some of the great
things that go on, they would have a better way of sitting here in
front of Congress testifying on what’s really going on in America
thanks to the partnership that has existed since Richard Nixon
was President of the United States in a program that he proposed
to Congress and they accepted.

And so I make that offer on behalf of the U.S. Conference of
Mayors to work with your committee, work with anyone else here
in Washington, even the folks at OMB, to show them what’s really
going on. We appreciate the opportunity for us to express what we
believe is the success story of CDBG, and thank you for that oppor-
tunity, and look forward to working with you in the future.

Mr. KYLE. Thank you very much. And on behalf of the National
Association of Counties, we also appreciate the opportunity to tes-
tify this afternoon. And we wanted to, of course, reiterate how vital
and crucial the sustainability of the community development block
grant is to counties across this country. It has been a most success-
ful program throughout counties throughout the United States, and
we wanted to point out the significance.

Even if you look here in Washington, DC, the capital of the
United States, the most powerful city in the world, there is home-
lessness right outside of the gates of the White House, there is
hunger right around Capitol Hill. These types of social-oriented
issues cannot go ignored, and we cannot go into a state of denial
about these issues. These issues are most prevalent throughout all
the parts of this country. So we want to reiterate the importance
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and significance of the community development block grant to
counties across the country and to this Nation. Thank you.

Mr. HUNT. And once again I would like to thank you for holding
this hearing. If you talk sometimes about did we do anything
wrong—and probably with CDBG you go to an apartment complex
when they are cutting the ribbon and you let the owners and the
residents puff their chests out and say what a great project this is.
Very seldom do you see a big banner that says CDBG.

And I think when we look across America what is has done for
us at the National League of Cities, and, I'm sure with our sister
organizations, is that now we do know where those four initials go
on a lot of these projects. And I think that’s something that says
that, you know, if you have to brag about it, sometimes something’s
wrong. And we weren’t bragging about CDBG; we were doing the
work that CDBG was intended, and these projects were cropping
up all over America and with not a whole lot of applause at that
point. And I don’t think we want to change that to where poor resi-
dents throughout America have to know that their own initiative
has kind of been superseded by a Federal program, but it certainly
has worked well throughout America. Thank you.

Mr. TURNER. I want to thank the panel. In the near term this
subcommittee will continue its oversight of the many issues dis-
cussed today. Over the coming months we will delve into these pro-
grams to ascertain their strengths, weaknesses, and what impedi-
ments exist to their efficient and effective implementation. The
subcommittee will also explore what legislative modifications Con-
gress should consider to improve the administration of these pro-
grams. I look forward to taking an in-depth look at these issues,
and hope it will lead us down a path to solutions beneficial to the
stakeholders and working with each of you in that.

I want to thank members of our first panel also for taking their
time today, as with our second panel. And in the event that there
may be additional questions either from members who are present
or not present and for questions we didn’t have time for today, the
record will remain open for 2 weeks for submitted questions and
answers.

Thank you. And with that, we will stand adjourned.

[Whereupon, at 12:12 p.m., the subcommittee was adjourned.]

[The prepared statement of Hon. Wm. Lacy Clay and additional
information submitted for the hearing record follow:]
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STATEMENT OF CONGRESSMAN WM. LACY CLAY
HEARING ON STRENGTHENING AMERICA’S COMMUNITIES
MARCH 1, 2005

Mr. Chairman, let me begin by congratulating you on becoming chairman of
our newly formed Federalism and the Census Subcommittee for the 109™ Congress.
There is no question your expertise in areas of intergovernmental relations, as a
distinguished mayor of Dayton, Ohio, brings credibility and common sense to our

committee efforts. I very much look forward to working with you and your staff.

Today, we will review the Administration’s proposed consolidation of 18
separate block grant and lending initiatives that provide the vital resources needed
for effective community and economic development activities throughout our
nation. Unfortunately, I have significant reservations that the proposed
Strengthening America’s Communities is a thinly veiled attempt to alter the focus of
our efforts away from community development toward economic development,
While I recognize and support the principals of both community and economic

development programs, there are substantial differences between the two.

As a2 member of the Financial Services Committee, and as a former state
legislator, 1 understand the value of programs such as the Community Development
Block Grant and the Section 108 Loan Guarantees that are provided through the
Department of Housing and Urban Development. Thus, I fear their consolidation
into the Department of Commerce will significantly alter their focus away from
community development, without accounting for the needs of local officials. In
addition, the consolidation of these programs will force programs like CDBG to
compete for funding with other vital programs in areas such as health care, rural

development, and brownfields redevelopment.

Without regard to programmatic changes, the propoesal before us reveals
little in terms of formulas for grant allocations or distribution of program resources,

nor does it account for the nearly $2 billion reduction in funding for its activities
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when compared to this year’s budget. Therefore, it is unrealistic for us to
appropriately evaluate the consolidation of these programs until further

information on funding formulas and allocations is made available,

Lastly, I have reservations about shifting program funds away from
traditional beneficiaries toward a defined number of distressed communities, as this
will impact the well being of many working class individuals who live and work in

economically well off communities.

It is my hope that teday’s hearing will allow us to further understand the
intent and purpose for consolidation of these programs, while sharing my concerns
with the Administration as to why such sweeping changes will have an adverse

impact on our communities. Thank you, again, Mr. Chairman.
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OFFICE OF THE ASSISTANT SECRETARY FOR
CONGRESSIONAL AND INTERGOVERNMENTAL RELATIONS

March 9, 2005

The Honorable Charles Dent

Vice-Chairman

Subcommittee on Federalism and the Census
Committee on Government Reform

U.S. House of Representatives

Washington, BC 20515

Dear Mr. Vice-Chairman:

This is in response to your request of Deputy Secretary Roy Bernardi during his
testimony at the hearing on March 1, 2005, to provide you a list of the Community
Development Block Grant (CDBG) communities with populations that fall at or below
the national poverty rate (i.e., 12.5 %) and the amount of CDBG funds that those
communities received.

As you review the enclosed information, it is very important to note that the
“percent of poverty” is not the sole factor in determining eligibility for CDBG funding. I
have enclosed a description of the CDBG formulas to assist in your review and
understanding of the CDBG Program.

The Department hopes that the enclosed response will be useful. If you require

additional information, please contact me at (202) 708-0005.

Sincerely,

R

Steven B. Nesmith
Assistant Secretary for Congressional and
Intergovernmental Relations

Enclosures (2)
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CDBG Formula

Percent of poverty is not the sole factor in determining eligibility for CDBG funding.
Communities become entitled for CDBG annual funding based on their size, [over 50,000
in population], their status as a principle city in a Metropolitan Statistical Area [MSA]
and that is usually over 50,000 but can be less, or as an Urban County meeting certain
population and other, sometimes unique, demographic factors. States are all entitled
except Hawaii, which chose not to be included. These entities are eligible for entitlement
funding and there is no distress test. However, the formula determines how much
funding is allocated to each entitlement community. The law provides 70% of the funds
for entitled cities and urban counties and 30% for states to be distributed to non-entitled
areas.

The CDBG statute establishes two formulas and a calculation is made for each entity
- under both formulas. Each entity gets the highest amount, but since that calculation
would exceed the total funds available, each grantee is prorated down so as not to exceed
the available appropriation,

Formula A is based on shares of population weighted 25 %, number of persons in poverty
weighted 50 %, and overcrowded housing weighted 25 %.

Formula B is based on shares of number of persons in poverty weighted at 30%, the
count of pre-forty housing weighted at 50%, and growth lag weighted at 20 %. The state
formula is similar, except that population is used in place of growth lag.

Using this formula process results in commﬁnities with high distress and high poverty
getting as much as $70 per capita and well off entitlements getting as little as § 4 per
capita.

The formula is still well targeted to distress; however, it has become less so overtime.
‘While a majority of the data elements (as described in Formula A and Formula B above)
are updated every ten years when new census data is available, the formula has not been
changed for 27 years.

HUD monitors how the formulas are working and issues a formula study every ten years
or so. Consistent with its practice, HUD recently published a formula study that presents
four alternatives designed to improve the CDBG Formula so that funds allocated under it
reflect current demographic factors.
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CDBG FY05 POVERTY

STATE [NAME TYPE ALLOCATION (RATE

AK ALASKA STATE PROGRAM State Program 2,817,522 10.9%.
AK ANCHORAGE Metro City 2,162,050 7.3%,
AK FAIRBANKS Metro City 288,876 10.5%,
AL HOOVER Metro City 321,248 3.4%
AL JEFFERSON COUNTY Urban County 2,371,307 8.1%
AR BENTONVILLE Metro City 198,196, 10.3%
AZ CHANDLER Metro City 1,543,418 6.6%
AZ GILBERT Matro City 660,792 3.2%
AZ GLENDALE Metro City 2,526,810 11.9%
AZ MARICOPA COUNTY Urban County 3,213,558 10.2%)
AZ MESA Metro City 3,904,823 8.9%
AZ PEQRIA GITY Metro City 732,841 5.2%)
AZ PIMA COUNTY Urban County 2,881,675 8.7%,
AZ SCOTTSDALE Metro City 1,315,640 5.8%)
CA ALAMEDA Metro City 1,500,628 2%
CA ALAMEDA COUNTY Urban County 2,245,320 .5%
CA ANTIOCH Metro City 840,848 .5%
CA BUENA PARK Metro City 1,182,342 11.3%
CA BURBANK Metro City 1,350,501 10.5%
CA CAMARILLO Metro City 408,333 5.3%!
CA CARLSBAD Metro City 569,566 5.9%
CA CARSON Metro City 1,272,185 9.3%
CA CERRITOS Metro City 444,940 5.0%
CA CHING Metro Gity 697,721 8.3%
CA CHINO HILLS Metro City 491,430 51%
CA CHULA VISTA Metro City 2,261,525 10.6%
CA CITRUS HEIGHTS Metro City 753,940 8.3%
CA CONCORD Metro City 1,189,616 7.6%
CA CONTRA COSTA COUNTY Urban County 3,982,308 5.9%)
CA CORONA Metro City 1,368,165 8.3%
CA CUPERTINO CITY Metro City 434,807 4.8%
CA DALY CITY Metro City 1,426,259 A%
[CA__IDOWNEY Metro City 1,726,626 111%
CA ELK GROVE Metro City 435,487 3.8%
CA ENCINITAS Metro City 465,563 7.3%)
CA FAIRFIELD Metro City 946,035 9.3%
CA FOUNTAIN VALLEY Metro City 408,083 4.3%
CA FREMONT Metro City 1,821,405 5.4%
CA FULLERTON Metro City 1,736,652 11.4%
CA GILROY CITY Metro City 552,908 10.4%
CA GLENDORA CITY Metro City 394,539 5.9%
CA GOLETA Metro City 307,861 7.3%)
CA HAYWARD Metro City 1,969,380 10.0%
CA HUNTINGTON BEACH Metro City 1,591,169 6 6%
CA {RVINE Metro City 1,458,672 9.1%)
CA LA MESA Metro City 508,662 9.4%!
CA LAGUNA NIGUEL Metro City 391,825 4.1%
CA LAKE FOREST Metro City 560,041 4.5%
CA LAKEWOOD Metro Gity 844,634 7.4%
CA LIVERMORE Metro City 527,369 5.3%
CA MARIN COUNTY Urban County 1,846,403 6.6%
CA MILPITAS CITY Metro City 670.852 5 0%
CA MISSION VIEJQ Meiro City 574,951 3.8%]
CA MONTEREY Metro City 259,170 7.8%]
CA MOUNTAIN VIEW Metro City 785,762 6.8%!
CA NAPA CITY Metro City 789,108 8.9%!
CA NEWPORT BEACH Metro City 412,233 4.2%;
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CA NORWALK Metro City 1,790,233, 11.9%;
CA OCEANSIDE Metro City 2,082,600 11.6%!
CA ORANGE Metrg City 1,520,737, 10.0%;
CA ORANGE COUNTY Urban County 4,390,334 8.8%
CA PALM DESERT Metro City 395,585 5.2%
CA PALO ALTO Metro City 779,281 4.8%
CA PARADISE Metro City 257,018 12.4%)
CA PETALUMA Metro City 401,966 6.0%)
CA PITTSBURG Metro City 741,240, 11.5%
CA PLEASANTON CITY Metro City 321,586 2.6%
CA RANCHO CUCAMONGA Metro City 1,134,608 73%
CA REDLANDS Metro City 652,212 10.5%
CA REDONDO BEACH Metro City 476,221 5.9%
CA REDWOOD CITY Metro City 834,053 6.0%;
CA ROSEVILLE Metro Gity 570,795 4.9%|
CA SACRAMENTO COUNTY Urban County 7,553,631 12.4%
CA SAN BUENAVENTURA Metro City 1,004,759 9.0%
CA SAN CLEMENTE Metro City 452,279 7.6%
CA SAN DIEGO COUNTY Urban County 5,408,793 8.9%
CA SAN FRANCISCO Metro City 24,137,382 11.3%
CA SAN JOSE Metro City 11,476,479 8.8%
CA SAN LEANDRQ Metro City 844,512 6.4%
CA SAN MARCOS CITY Metro City 771812 12.0%!
CA SAN MATEC Metro City 907,829 6.1%
CA SAN MATEQ COUNTY Urban County 3,261,347 5.5%,
CA SANTA CLARA Metro City 1,228,224 7.8%
CA SANTA CLARA COUNTY Urban County 2,018,640 5.5%
CA SANTA CLARITA Metro City 1,301,402 8.4%
CA SANTA MONICA Metro City 1,653,719 10.4%
CA SANTA BOSA Metro City 1,446,939 8.5%
CA SANTEE Matro City 365,395, 5.4%,
CA SEASIDE Metro City 469.202 12.1%|
CA_ SIMI VALLEY Metro City 830,304 5.8%
CA SONOMA COUNTY Urban County ~ 2,295,165 8.2%
CA SOUTH SAN FRANCISCO Metro City 686,877 5.2%
CA SUNNYVALE Metro City 1,418,817 5.4%
CA THOUSAND OAKS Metro City 787,767 5.0%!
CA TORRANCE Metro City 1,358,665 6.4%
CA TUSTIN Maetro City 923,725 8.5%
CA UNION CITY Metro City 740,372 6.5%
CA UPLAND Metro City- 810,720 12.0%
CA VACAVILLE Metro City 648,677 8.1%
CA VALLEJO Metro City 1,358,593 10.1%:
CA VENTURA COUNTY Urban County 2,317,072 9.9%
CA WALNUT CREEK Metro City 73,075 3.7%!
CA WEST COVINA Metro City 1,383,461 9.0%
CA WHITTIER Metro City 1,094,250 10.5%)
CA 'WOODLAND Metro City 662,639 11,9%|
CA YORBA LINDA Metro City 310,314 3.0%
CO ADAMS COUNTY Urban County 1,886,195 7.1%
CO ARAPAHOE COUNTY Urban County 1,160,858 5.9%)
CO ARVADA etro City 582,474 5.2%!
CO AURORA Metro Gity 2,798,683 8,9%
co CENTENNIAL etro City 355,667 2.2%
[ COLORADO SPRINGS Metro City 2,925,289 8.7%
Co COLORADOC STATE PROGRAM State Program 12,428,941 8.3%;
CO {DOUGLAS COUNTY Urban County 678,546 21%:
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CcO GRAND JUNCTION Metro City 387,644 11.9%
co JEFFERSON COUNTY Urban County 1,279,359 4.4%
CO LAKEWOOD Metro City 1,059,106 7.1%
CO LONGMONT Metro ity 613,944 7.8%]
(o) LOVELAND Metro City 330,522 5.7%
CO WESTMINSTER Metro City 642,212 4.7%
CT BRISTOL Metrg City 677,941 6.6%
CT CONNECTICUT STATE PROG State Program 15,107,297 4.0%)
CT DANBURY Metro City 715,318 8.0%,
CT EAST HARTFORD Metro City 710,527 10.3%|
CT FAIRFIELD Metro City 585,614 2.9%
CT GREENWICH Meiro City 1,054,272 4.0%
CT HAMDEN TOWN Metro City 570,489 7.8%
CT MANCHESTER Metro City 736,382 8.0%
CT MERIDEN Metro City 1,033,134 11.0%|
CT MIDDLETOWN Metro City 458,989 7.5%
CT MILFORD TOWN Metro City 601,126 3.7%
CT NORWALK Metro City 1,052,671 7.2%
CT NORWICH Metro City 1,145,252, 11.5%.
CT STAMFORD Metro City 1,235,403 7.9%]
CT STRATFORD Metro City 754,692 5.0%|
CT WEST HARTFORD Metro City 1,234,582 4.5%
CT WEST HAVEN Metro City 805,730 8.8%
DE DELAWARE STATE PROGRAM State Program 2,199,328 10.2%
DE NEW CASTLE COUNTY Urban County 2,732,600 6.3%)
FL BOCA RATON Metro City 512,089 6.7%
FL BOYNTON BEACH Metro City 602,622 10.2%,
FL BREVARD COUNTY Urban County 1,870,840 7.6%,;
FL CAPE CORAL Metro City 720,731 7.0%!
fﬁ_ CLEARWATER Metro City 1,079,985 12.3%
FL COLLIER COUNTY Urban County 2,508,528 10.7%
FL CORAL SPRINGS Metro City 1,034,304 8.0%)
FL IDAVIE Metro City 723,305 9.8%
FL DELRAY BEACH Metro City 663,871 11.8%)
FL DELTONA Metro City 563,408 8.1%|
FL DESTIN Metro City 68,212 5.5%
FL FORT WALTON BEACH Metro City 210,298 9.9%
FL HILLSBOROQUGH COUNTY Urban County 6,726,087 10.1%
EL JACKSONVILLE-DUVAL Urban County 7,743,767 11.9%
FL LAKE COUNTY Urban County 1,056,606 7.5%;
FL LARGO Metro City - 537,236 9.1%
FL LEE COUNTY Urban County 2,448,422 8.8%
FL MANATEE COUNTY Urban County 1,725,497 8.8%
FL MARGATE Metro City 481,984 8.4%
FL MARION COUNTY Urban County 1,862,925 12.0%
FL MELBOURNE Metro City 641,232 11.5%]
Fi MIRAMAR Metro City 871,580 8.2%;
FL NAPLES Metro City 129,135 5.9%
FL ORANGE COUNTY Urban County 6,954,105 11.2%]
FL PALM BAY Metrg City 681,366 8.5%!
FL PALM BEACH COUNTY Urban County 7,868,623 8.3%!
FL PASCO COUNTY Urban County 2,815,360 10.5%|
FL PEMBROKE PINES Metro City 1,030,251 5.4%,
FL PINELLAS COUNTY Urban County 3,493,162, 7.9%
FL PLANTATION Metro City 599,185 6.4%
FL POLK COUNTY Urban County 3,465,954 11.8%
FL PORT ST LUCIE Metro City 692,498 7.9%
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FL PUNTA GORDA Metro City 93,383 6.5%
FL SARASOTA COUNTY Urban County 1,687,616 6.2%,
FL SEMINOLE COUNTY Urban Gounty 2,736,550 7.4%
FL SUNRISE Metro City 847,322 7%
FL TAMARAC Metro City 481,741 9%
FL TITUSVILLE Metro Gity 385,468 12.4%,
GY VOLUSIA COUNTY Urban County 2,543,138 10.1%)
GA CLAYTON COUNTY Urban County 2,374,603 10.1%)
GA COBB COUNTY Urban County 3,700,103 55%
GA DE KALE COUNTY Usban County 6,504,79 105%
GA FULTON COUNTY Urban County 2,962,99; 8.6%
GA GWINNETT COUNTY Urban County 4,615,96 57%
GA ROSWELL Metro Gity 516,444 5.0%)
Hi HONOLULY Metro City 11,225 510 9.9%)
Hi KAUAT COUNTY HI State County 892,821 10.5%
H MAUI COUNTY Hi State County 2293143 10.5%,
1A CEDAR RAPIDS Metro City 1,475,859 7.5%
1A COUNCIL BLUFFS Metro City 1,232,726 10.3%
1A DES MOINES Metro City 4,865,142, 11.4%]
1A DUBUQUE Metro City 1,398,731 95%
7 IOWA STATE PROGRAM State Program 29,258,459 7.9%|
1A SICUX CITY Metro City 2,155,749 11.2%)
[ WEST DES MOINES Metro City 264,567 45%
10 BOISE Metro City 1,477,071 8.4%
) IDAHO FALLS Metro City 465,543 10.8%
iD IDAHO STATE PROGRAM State Program 10,080,980 12.3%)
1B LEWISTON Metro City 305,967 12,0%
D NAMPA Metro City 589,068 12.4%)
I ARLINGTON HTS Metro City 339,827 2.5%
i AURORA Metro City 1,401,703 8.5%)
I BELLEVILLE Metro City 819,196 11.7%
1L BERWYN Metro City 1,524,250 7.9%)
it IBLOOMINGTON Metro City 690,996 7.8%
it |BOLINGBROCK Metro City 59,444 4.2%
it COOK COUNTY Urban County 11,571,108 6.2%,
i DES PLAINES Metro City 86,520, 4.6%
i DOWNERS GROVE Metro City 50,873 2.3%
[N DU PAGE COUNTY Urban County 4,060,653 4.0%
i ELGIN Metro City 961,117 8.1%|
He EVANSTON Metro City 2,247,021 11.1%)
it ILUINOIS STATE PROGRAM State Program 36,004,939 9.1%,
iL JOLIET Metro City 1,034,279 10.8%
L KANE COUNTY Urban County 1,369,728 4.1%
it LAKE COUNTY Urban County 2,910,496 3.9%
He MADISON COUNTY Urban County 3,497,526 9.7%|
i MCHENRY COUNTY Urban County 1,455,010 3.6%)
i MOLINE Metro City 1,015,008 9.5%
I MOUNT PROSPECT Metro City 426,381 4.6%
it NAPERVILLE Metro City 554,770 2.2%
iC OAK LAWN Metro City 325,429 5.4%)
L OAK PARK Metro City 2,212,849 5.6%)
1L PALATINE VILLAGE Metro City 475.033 4.8%
i PEKIN Metro City 472,290 9.4%
I RANTOUL Metro City 417,559 10.7%,
L SCHAUMBURG VILLAGE Metro City 407,844 3.0%)
it SKOKIE Metro City 605,285 5.4%
e SPRINGFIELD Metro City 1,436,533 11.7%)
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I ST CLAIR COUNTY Urban County 1,825,796 11.7%
[N WHEATON CITY Metro City 274,848 3.6%|
it WILL COUNTY Urban County 1,544,896 3.4%
iN CARMEL Metro City 218,158 2.3%
‘_!_N COLUMBUS Metro City 335,598 8.1%,
IN FORT WAYNE Metro City 2,749,139 12.3%,
N GOSHEN Metro City 317,269 9.3%,
iN HAMILTON COUNTY Urban County 646,088 31%
iN INDIANA STATE PROGRAM State Program 34,933,351 7.2%
iN INDIANAPOLIS Metro City 16,771,100 11.8%,
N LA PORTE Meiro City 566,520 11.0%;
IN LAKE COUNTY Urban County 1,528,717, 4.8%|
IN MISHAWAKA Metro City 626,243 8.9%
K JOHNSON COUNTY Urban County 1,362,240 3.7%
K KANSAS STATE PROGRAM State Program 19,171,855 10.2%]
K LEAVENWORTH Metro City 411,786 8.1%;
KS OVERLAND PARK Metro City 738,048 3.2%
KS SHAWNEE Metro City 252,405 3.3%|
KS WICHITA Metro City 3,270,909 11.2%
KY {ELIZABETHTOWN Metro City 182,649 10.5%
KY LOUISVILLE Metro City 13,558,056 12.4%
LA SLIDELL Metro City 228,534/ 11.8%
MA ARLINGTON Metro City 1,476,080 4.1%
MA ATTLEBORO Metro City 534,949 6.2%
MA BARNSTABLE Metro City 402,455 8.8%!
MA BROOKLINE Metro City 1,823,713 9.3%!
MA CHICOPEE Metro City 1,471,358 12.3%
MA FRAMINGHAM Metro City 610,809 8.0%
MA GLOUCESTER Metro Gity 892,133 8.8%
MA HAVERHILL Metro City 1,178,708 9.1%
MA LEOMINSTER Metro City 585,539 9.5%)
MA MALDEN Metro City 1,763,424 9.2%]
MA___ IMASSACHUSETTS STATE PROG | State Program 38,578,167, 5.3%
MA MEDFORD Matro City 2,015,524, 6.4%
MA NEWTON Metro City 2,543,897 4.3%,
MA NORTHAMPTON Metro City 843,817, 2.8%
MA PITTSFIELD Metro City 1,696,679 11.4%!
MA PLYMOUTH Matro City 452,376 5.4%
MA QUINCY Metro City 2,381,419 7.3%.
MA SALEM Metro City 1.282,141 8.7%
MA TAUNTON Metro City" 970,317, 10.0%)
MA WALTHAM Metro Gity 1,215,293 7.0%)
MA WESTFIELD Metro City 510,808 11.3%;
MA WEYMOUTH Metro City 896,008 5.8%
MA YARMOUTH Metro City 164,703 7.5%)
MD ANNE ARUNDEL COUNTY Urban County 2,438,423 4.5%
MD BALTIMORE COUNTY Urban County 4,824,337 6.5%!
MD BOWIE CITY Metro City 193,909 1.6%
MD FREDERICK Metro City 444,338 7.4%)
MD GAITHERSBURG Metro City 517,174 7.1%
MD HARFORD COUNTY Urban County 1,208,519 4.9%
MD HOWARD COUNTY Urban County 1,338.880 9%
MD MARYLAND STATE PROGRAM State Program 8,944,527, .9%
MD MONTGOMERY COUNTY Urban County 5,891,237 4%
MD PRINCE GEOHGES COUNTY Urban County 7,043,379 1%
ME AUBURN Metro City 718,215 12.0%
ME MAINE STATE PROGRAM State Program 15,665,948 10.4%
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ME SOUTH PORTLAND Metro City 507,781 6.7%]
Mt CANTON TWP Metro City 414,918 3.7%
Mi CLINTON TWP Metro City 604,145 5.8%|
Mi DEARBOAN HEIGHTS Metro City 1,215,447 8.1%]
M FARMINGTON HILLS Metro City 435,291 4.1%
Ml GENESEE COUNTY Urban County 2,136,367 7.9%:
M HOLLAND Metro City 368,887 10.6%!
Mi KENT COUNTY Urban County 1,742,055 4.9%
Mi LINCOLN PARK Metro City 939,184 7.7%
Mi LIVONIA Metro City 456.290 3.2%
M MACOMB COUNTY Urban County 1,893,902 5.0%|
Mi MICHIGAN STATE PROGRAM State Program 40,737,188 8.4%
Mi MIDLAND Metro City 286,373 8.8%)|
Mi NORTON SHORES Metro City 145,063 5.3%
Mi OAKLAND COUNTY Urban County 4,356,395 4.4%
Mi PORTAGE Metro City 248,069 4.8%
Mi REDFORD Metro City 1,101,940 5.1%:
Mi ROSEVILLE Metro City 642,499 7.9%
M ROYAL OAK Metro Gity 1,562,355 4.3%;
Mi SOUTHFIELD Metro City 592,869 7.4%
M ST CLAIR SHORES Metro City 1,064,637 3.7%!
M STERLING HEIGHTS Metro City 781,381 5.2%!
Mi TAYLOR Metro City 584,794 10.8%
Mi WARREN Metro City 989,335 7.4%:
Mi WASHTENAW COUNTY Urban County 804,492 8.8%)
Mi WATERFORD TOWNSHIP Metro City 422,712 5.1%
Mi WAYNE COUNTY Urban County 6,225,637 8.7%
Ml WESTLAND Metro City 1,207,249, 6.8%
Ml WYOMING Metro City 540,471 7.3%]
MN ANOKA COUNTY Urban County 1,281,844 4.0%;
MN BLOOMINGTON Metro City 469,818 4.0%
MN COON RAPIDS Metro City 352,817, 4.8%
MN _ IDAKOTACOUNTY __— |UrbanCounty | 1,851,003 38%
MN HENNEPIN COUNTY Urban County 3,314,879 4.0%;
MN MINNESOTA STATE PROGRAM State Program 23,155,171 8.2%!
MN PLYMOUTH Metro City 302,894, 2.6%|
MN RAMSEY COUNTY Urban County 1,210,875 4.3%
MN ROCHESTER Metro City 641,311 7.8%
MN ST LOUIS COUNTY Urban County 2,777,543 9.5%)|
MN WASHINGTON COUNTY Urban County 912,851 2.9%|
MO FLORISSANT Metro City 262,759 4.0%
MO INDEPENDENCE Metro City 862,847 8.6%!
MO JEFFERSON CITY Metro City 392,296 11.5%|
MO JEFFERSON COUNTY Urban County 1,308,531 6.8%
MO LEES SUMMIT Metro City 351,780 3.8%
MO MISSOURI STATE PROGRAM State Program 27,066,164 11.9%!
MO OFALLON Metro City 263,677 3.3%;
MO ST CHARLES Metro City 358,978 6.3%
MO ST LOUIS COUNTY Urban County 6,099,465 7.3%.
MO ST PETERS CITY Metro City 218,286 2 7%
MT BILLINGS Metro City 805,288 12 0%
NC CARY Metro City 497,104 3.4%
NG CHARLOTTE Metro City 5,299,260 10.6%:
NC CONCORD Metro City 437,917 8.2%
NC CUMBERLAND COUNTY Urban County 1,577,782 11.4%|
NC GREENSBORC Metro City 2,171,643 12.3%|
NC HICKORY Metro City 364,684 11.3%
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NC KANNAPOLIS Metro City 463,972 10.5%
NG NORTH CAROLINA STA PROG State Program 50,010,517, 12.2%]
NC RALEIGH Metro City 2,684,205 11.5%|
NC WAKE COUNTY Urban County 1,552,397 5.8%
ND BISMARCK Metro City 392,408 8.4%
ND FARGO Metro City 788,140 11.8%,
ND NORTH DAKQTA STATE PROG State Program 5,436,827 12.0%!
NE LINCOLN Metro City 2.018,381 10.1%:
NE NEBRASKA STATE PROGRAM State Program 13,716,048 9.1%
NE OMAHA Metro City 5,728,714 11.3%]
NH DOVER Metro City 402,593 B.4%
NH MANCHESTER Metro City 2,106,693 10.6%
NH NASHUA Metro City 843,086 6.8%
NH NEW HAMPSHIRE STATE PROG _ !State Program 10,258,723, 5.9%
NH PORTSMOUTH Metro City 745,656 8.3%
NH ROCHESTER Metro City 349,073 8.4%
NJ ATLANTIC COUNTY Urban County 1,622,568 7.8%!
NJ BAYONNE Metro City 2,142,142 10.1%:
NJ BERGEN COUNTY Urban County 11,962,908, 5.0%
NJ BLOOMFIELD Metro City 1,282,239 5.9%
NJ BRICK TOWNSHIP Metro City 414,134 4.5%
NJ BURLINGTON COUNTY Urban County 1,802,448 4.1%
NJ CAMDEN COUNTY Urban County 2,890,386 6.3%
NJ CHERRY HILL Metro City 488,453 4.0%
NJ CLIFTON Metro City 1,608,646, 8.3%
NJ DOVER TOWNSHIP Metro City 523,824 5.7%
NJ EDISON Metro City 746,803 4.8%
NJ ESSEX COUNTY Urban County 6,856,978 5.8%
NJ EWING TOWNSHIP Metro City 228,433 6.4%
NJ FRANKLIN TOWNSHIP Metro City 364,845 5.1%
NJ GLOUCESTER COUNTY Urban Gounty 1,616.972] 6.8%
N GLOUCESTER TWP Matro City 408,609 6.2%
NI HAMILTON TWP o Metro City 633,262 42%
NJ MIDDLESEX COUNTY Urban County 2,243,736 4.2%
NJ MIDDLETOWN Metro City 329,033 3.1%)
NJ MONMOUTH COUNTY Urban County 3,580,097, 5.3%
NJ MORRIS COUNTY Urban County 2,587,903 3.4%
NJ NEW JERSEY STATE PROGRAM _[State Program 8,853,909 5.7%
NJ NORTH BERGEN TOWNSHIP Metro City 768,779 11.1%!
NJ DCEAN CITY Metro City 344,236 6.8%!
NJ OCEAN COUNTY Urban County 1,593,880 5.4%
NJ OLD BRIDGE TOWNSHIP Metro City 376,035 4.2%
NJ PARSIPPANY-TROYHILLS Metro City 331,218 3.9%
NJ SAYREVILLE Metro City 266,918 4.7%
NJ SOMERSET COUNTY Urban County 1,422,231 3.5%)
NJ UNION Metro City 739,581 4.2%
NJ UNION COUNTY Urban County 5,999,071 5.9%
NJ WASHINGTON TOWNSHIP Metro City 213,048 3.2%!
NJ WAYNE TOWNSHIP Metro City 231,027 2.8%)
NJ WOODBRIDGE Metro City 692,926 4.8%)
NM RIO RANCHO Metro City 332,370 5.1%
NM SANTAFE Metro City 854,655 12.3%]
NV CARSON CITY Metro City 508,562 10.0%,
NV GLARK COUNTY Urban County 7,056,508 10.6%!
NV HENDERSON Metro City 1,248,491 5.6%
NV LAS VEGAS Metro City 5,807,332 11.9%)
NV NEVADA STATE PROGRAM State Program 3,032,605 8.7%

March 3, 2005
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NV SPARKS Metro Gity 698,101 8.0%
NY AMHERST TOWN Metro City 685,466 6.4%!
NY BABYLON TOWN Metro City 1,489,501 8.7%)
NY CHEEKTOWAGA TOWN Metro City 1,099,088! 8.5%
NY CLAY TOWN Metro City 335,688 5.7%,
NY COLONIE TOWN Metro City 449,893 4.7%
NY DUTCHESS COUNTY Urban County 1,830,179 5.6%,
NY ERIE COUNTY Urban County 3,224,964 5.6%
NY GREECE Metro Gity 492,654 4.8%)
NY HAMBURG TOWN Metro City 505,273 4.5%]
NY HUNTINGTON TOWN Metro Gity 1,048,518 4.6%
NY IRONDEQUOIT Metro City 1,114,188/ 5.4%
NY ISLIP TOWN Metro City 2,372,158 6.6%
NY MONROE COUNTY Urban County 1,703,300, 4.6%
NY NASSAU COUNTY Urban County 17,568,621 5.4%|
NY NEW ROCHELLE Metro City 1,922,743 10.5%
NY NEW YORK STATE PROGRAM State Program 54,423,586 10.1%
NY ONONDAGA COUNTY Urban County 2,400,608 5.4%
NY ORANGE COUNTY Urban County 1,981,092 5.4%)
NY ROCKLAND COUNTY Urban County 2,412,110 8.5%,
NY SARATOGA SPRINGS Metro City 421,968 8.8%
NY SUFFOLK COUNTY Urban County 4,241,020 5.8%
NY TONAWANDA TOWN Metro City 2,128,131 6.9%,
NY UNION TOWN Metro City 1,597,404 11.3%;
NY WEST SENECA Metro City 341,712 4.6%
NY WESTCHESTER COUNTY Urban County 6,520,720 5.2%
NY WHITE PLAINS Metro City 1,036,556 8.8%
OH BUTLER COUNTY Urban County 1,313,111 6.4%,;
OH CLEVELAND HEIGHTS Metro City 1,868,638 10.6%
OH CUYAHOGA COUNTY Urban County 3,779,047 4.7%
OH CUYAHOGA FALLS Metro City 798,216 6.1%
OH ELYRIA Metro City 739,003 11.7%,
{OH_ EUCLID Metro City 1,162,974 8.7%
OH FRANKLIN COUNTY Urban County 2,094,477 5.2%)
OH HAMILTON COUNTY Urban County 3,118,388 6.2%,
OH KETTERING Metro City 586,932 4.6%;
OH LAKE COUNTY Urban Caunty 1,684,721 5.7%
OH LAKEWOOD Maetro City 2,481,510 8.9%
CH LANCASTER Metro City 639,713 10.6%;
OH MASSILLON Metro City 840,838 10.7%
OH MENTOR Metro City 203,616 27%
OH MONTGOMERY COUNTY Urban County 2,146,788 7.0%
OH OHIO STATE PROGRAM State Program 54,560,938 8.4%
OH PARMA Metro City 1,050,785 4.9%
OH STARK COUNTY Urban County 1,638,183 5.0%)
OH SUMMIT COUNTY Urban County 1,186,496 3.8%:!
OK BROKEN ARROW Metro City 442 457 45%
OK EDMOND Metro City 455,122 7.2%
OR BEAVERTON Metro City 673,640 7.8%)
OR BEND Metro City 471,520 10.5%
OR CLACKAMAS COUNTY Urban County 2,410481 6.6%
OR HILLSBORO Matro City 729,49 9.2%
OR MUCLTNOMAH COUNTY Urban County 338,653 7.8%
OR OREGON STATE PROGRAM State Program 15,932,045 12.1%!
OR WASHINGTON COUNTY Urban County 2,269,188 8.8%
F’A ABINGTON Metro City 934,770 3.6%)
PA ALLEGHENY COUNTY Urban County 18,357,147 7.8%
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PA BEAVER COUNTY Urban County 4,420,302 9.4%
PA BENSALEM TOWNSHIP Metro City 438,909 7.4%
PA BERKS COUNTY Urban County 3,083,945 4.8%
PA BRISTOL TOWNSHIP Metro City 749,311 7.6%
PA BUCKS COUNTY Urban County 2,712,354, 3.8%)
PA CHESTER COUNTY Urban County 3,143,079 5.2%
PA CUMBERLAND COUNTY Urban County 1,652,938 5.9%;
PA DAUPHIN COUNTY Urban County 1,726,488 8.0%
PA DELAWARE COUNTY Urban County 4,684,000 6.5%
PA HAVERFORD Metro City 1,117,398 3.7%
PA LANCASTER COUNTY Urban County 3,841,662 6.0%
PA LOWER MERION Metro City 1,334,844 4.5%
PA LUZERNE COUNTY Urban County 5,707,708 8.2%
PA MILLCREEK TOWNSHIP Metro City 283,844 5.8%)
PA MONTGOMERY COUNTY Urban County 4,208,531 3.8%
PA PENN HILLS Metro City 823,026 7.5%
PA PENNSYLVANIA STATE PROG State Program 55,485,726 10.1%)|
PA UPPER DARBY Metro City 2,206,103 8.1%
PA WASHINGTON COUNTY Urban County 4,938,200 9.8%
PA WESTMORELAND COUNTY Urban County 5,011,268 7.9%,
PA YORK COUNTY Urban County 2,986,857 4.7%
Rl CRANSTON Meatro City 1,192,409 7.3%!
Jall EAST PROVIDENCE Metro City 889,267 8.6%
Al RHODE ISLAND STATE PROG State Pregram 5,860,847 7.4%
RI WARWICK Metro City 979,806 5.9%
SC GREENVILLE COUNTY Urban County 2,712,597 9.8%
SC LEXINGTON COUNTY Urban County 1,123,854 7.7%
SsC MYRTLE BEACH Metro City 228,237 12.0%|
SC RICHLAND COUNTY Urban County 1,562,986 10.0%!
SC SPARTANBURG COUNTY Urban County 1,477,083, 9.4%
SD SIOUX FALLS Metro City 932,017, 8.4%
™ CLARKSVILLE Metro City 910,23! 10.6%|
TN [KNOXCOUNTY " iUrban County 1,143,850 6.4%
TN {CAK RIDGE Metro City 293,92 10.9%|
TN SHELBY COUNTY Urban County 1,296,015 4.2%
X ALLEN Metro City 266,037 3.0%
iR ARLINGTON Metro City 3,627,032 9.9%
TX BEXAR COUNTY Urban County 1,964,264 10.3%!
T BRAZORIA COUNTY Urban County 2,215,316 10.0%;
X CARROLLTON Metro City 921,105 5.6%
TX DALLAS COUNTY Urban County 2,359,986 6.4%:
TX FLOWER MOUND Metro City 241,514 2.5%;
X FORT BEND COUNTY Urban County 2,082,963 8.3%
X FRISCO Metro City 230,040 3.4%
TX GARLAND Metre City 2,461,018 8.9%
TX GRAND PRAIRIE Metro City 1,587,311 11.1%
TX HARRIS COUNTY Urban County 12,131,506 8.5%
TX IRVING Metro City 2,658,482 10.6%!
15 LEAGUE CITY Metro City 308,761 4.8%
TX LEWISVILLE Metro City 646,877 6.0%
TX MCKINNEY Metro City 538,007 8.5%
TX MESQUITE Metro City 1,060,345 6.8%
X MISSOURI CITY Metro City 322,371 3.3%
1S MONTGOMERY COUNTY Urban County 1,087,356 7.8%
TX NEW BRAUNFELS Metro City 377,144 10.8%|
X NORTH RICHLAND HILLS Metro City 372,809, 4.7%|
TX PLANO Metro City 1,434,056 4.3%
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T RICHARDSON Metro City 740,202 6.3%
X ROUND ROCK Metro City 432,402 4.0%
X SUGAR LAND Metro City 372,122 3.8%
X TARRANT COUNTY Urban County 3,604,387 6.4%
TX WILLIAMSON COUNTY Urban County 1,169,802 4.8%
uT CLEARFIELD Metro City 266,281 12.2%
uT LAYTON Metro City 387,946 5.6%
ur OREM Metro City 696,788 8.4%
uT SALT LAKE COUNTY Urban County 2,746,645 5.2%
ur SANDY CITY Metro City 447,904 3.8%
ur ST GEORGE Metro City 523,992 11.6%
uT TAYLORSVILLE Mestro City 430,418 5.8%
ut UTAH STATE PROGRAM State Program 7,203,376 7.8%)
uT WEST JORDAN Metro City 532,340 5.1%
ut WEST VALLEY Metro City 1,062,137 8.7%]
VA ALEXANDRIA Metro City 1,411,586 8,9%!
VA ARLINGTON COUNTY Urban County 2,172,472 7.6%
VA CHESAPEAKE Metro City 1,403,906 7.3%]
VA CHESTERFIELD COUNTY Urban County 1,420,374 4.5%
VA CHRISTIANSBURG Metro City 117,422 8.5%
VA COLONIAL HEIGHTS Metro City 100,411 5.5%
VA FAIRFAX COUNTY Urban County 6,905,321 4.6%
VA HAMPTON Metro City 1,258,790 11.3%,
VA HENRICO COUNTY Urban County 1,666,987 6.2%
VA LOUDQUN COUNTY Urban County 939,835, 2.8%
VA PRINCE WILLIAM COUNTY Urban County 2,145,660 4.6%
VA VIRGINIA BEACH Metro City 2,856,155 6.5%)
VA VIRGINIA STATE PROGRAM State Program 21,693,341 10.1%
VT VERMONT STATE PROGRAM State Program 8,273,922 8.8%
(WA ANACORTES Metro City 121,177 7.7%
WA BELLEVUE Metro City 809,599 5.7%;
WA CLARK COUNTY Urban County 1,506,818 7.0%!
WA |FEDERAL WAY Metro City _ 818,405 9.3%
WA KENT CITY Metro City 899,418 11.6%
WA KING COUNTY Urban County 5,037,471 5.8%
WA KITSAP COUNTY Urban County 1,326,470 6.8%)
WA OLYMPIA Metro City 446,440 12.1%
WA PIERCE COUNTY Urban County 3,376,774 7.5%
WA RENTON CITY Metro City 516,521 8.7%;
WA RICHLAND Metro City 307,173 8.2%)
WA SEATTLE Metro City- 14,038,888 11.8%
WA |SHORELINE Metro City 402,008 6.9%]
WA SNOHOMISH COUNTY Urban County 3,485,180 5.9%!
WA SPOKANE COUNTY Urban County 1,737,347 9.1%!
WA VANCOUVER Metro City 1,522,564 12.2%!
Wi APPLETON Metro City 684,260 5.5%|
Wi DANE COUNTY Urban County 1,258,615 4.4%
Wi FOND DU LAC Metro City 640,468 7.5%
Wi GREEN BAY Metro City 1,077,848 10.5%
Wi JANESVILLE Metro City 616,704 6.5%]
Wi KENOSHA Metro City 1,220,301 9.5%]
Wi MILWAUKEE COUNTY Urban County 1,859,964 4,5%;
Wi NEENAH Metro City 238,548 5.4%
Wi OSHKOSH Metro City 937,683 10.2%
Wi SHEBOYGAN Metro City 1,189,247 8.3%
Wi WAUKESHA Metro City 488,518 5.4%
Wi WAUKESHA COUNTY Urban County 1,180,238 2.2%!
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Wi WAUSAU Metro City 803,687 11.4%,
Wi WAUWATOSA Metro City 1,357,568 3.8%
Wi WEST ALLIS Metro City 1,576,546 8.5%
Wi WISCONSIN STATE PROGRAM State Program 31,491,158 6.6%;
Wy WEIRTON Metre City 559,885 10.3%|
WY CASPER Metro City 514,095 11.4%
WY CHEYENNE Metro City 618,345 8.8%
WY WYOMING STATE PROGRAM State Prograrm 3,571,002 11.8%

March 3, 2005
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

Sy

DEPUTY DJRECTOR

FOR MANAGEMENT MAR 1 4 2005

The Honorable Michael R. Turmer

Chairman

Subcommittee on Federalism and the Census
Committee on Government Reform
Washington, DC 20515

Dear Mr, Chairman,

At the hearing on March 1, 2005 before your Subcommittee on Federalism and the Census,
you asked me to elaborate on the extent to which consultation with stakeholders was a factor in
the Administration’s decision to consolidate 18 community and ecopomic development programs
at the Department of Commerce. In summary, while the decision to consolidate 18 programs
was made as part of the FY2006 Budget process, a two-year collaborative effort by an
interagency group informed key aspects of the proposal, such as the requirement to measure
performance and ensure greater accountability. The Office of Management and Budget and
agencies also engaged stakeholders on these issues.

Bepinning last year, OMB staff began to work with the Interagency Collaborative on
Community and Economic Development (ICCED) to look for ways to improve the performance
of these programs. Representatives from four departments (Housing and Urban Development,
Commerce, Agriculture, and Treasury) used program assessments and other information to
analyze programs across agencies to clarify their common purpose, find a standard set of goals
and performance measures, increase effectiveness, and focus on achieving quantifiable results.

Ultimately, this interagency group agreed that these programs should measure conditions and
track changes in key indicators of community development such as job creation, homeownership,
commercial development, and increases in private sector investment.

In addition to the ICCED, the Administration engaged stakeholders of community and
econoniic development programs in the following activities:

«  HUD/OMB Outcome Measurement Working Group. This group contains multiple
stakeholder groups and was formed in June 2004 to develop au outcome measurement
system for four HUD block grant programs. After several months of meetings, the group
reached consensus on a common rmeasurement system for the CDBG, HOME, HOPWA,
and BSG block graut programs.

+ Presentations to stakeholders. OMB career staff have presented at 12 annual meetings
of stakeholder groups, both inside and outside Washington, D.C. The discussions were
focused on the lack of program results demnonstrated and the need to begin measuting
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project outcomes to drive real lasting change in communities. Attached in an appendix is
a list of the specific stakeholder groups.

+  Site Visits. OMB staff visited local governments and discussed performance
measurement and accountability with members of HUD’s field staff and local city
officials. Attached also in an appendix is a list of those cities.

Thank you for the opportunity to provide additional information and examples on how we
involved stakeholders in arriving at our decision to consolidate these programs. We believe that
this proposal provides a more effective way of using taxpayer resources and improving the focus
on results for the benefit of those stakeholders.

Sincerely,
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Appendix A

1)

2

OMB staff made presentations to the following stakeholders:

¢ Council for State Community Development Associations.

» National Association for County Community and Economic Development (an affiliate
of National Association of Counties).

¢ Indiana Association for Community and Economic Development,

» HHS Office of Community Services.

¢ National Academy of Public Administration panel on developing performance *
measures for the CDBG program.

* National Congress for Community and Economic Development.

¢ Native American Indian Housing Council,

» National Council of State Housing Agencies.

» HUD teleconference with HUD field offices on performance measurement notice.

» National Congress for Community and Economic Development.

» Neighborhood Reinvestment Corporation.

* National Low Income Housing Coalition

OMB staff conducted the following site visits:

« Detroit, Michigan

* Richmond, Virginia

* Miami Dade County, Florida

s New Orleans and Jefferson Parish, Louisiana

¢ San Francisco, California (and surrounding area)
¢ Indianapolis, Indiana

» Baltimore, Maryland

« Washington, DC

« Philadelphia, PA

e Camden, NJ

» Native American Reservations in South Dakota
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U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

THE DEPUTY SECRETARY
WASHINGTON, DC 20410-0050

The Honorable Michael R. Turher
Chairman, Subcommittee on
Federalism and the Census
Committee on Government Reform
U.S. House of Representatives MAY 1 2005
Washington, DC 20515-6143

Dear Mr. Chairman:

Thank you for your letter of March 4, 2005, concerning questions as a follow-up to my
testimony at your hearing on March 1, 2005, which was entitled * Strengthening America’s
Communities (SAC) —Is It the Right Step Toward Greater Efficiency and Improved
Accountability?”

" Your first question indicated:

1. Your letter states that, “The Community Development Block Grant (CDGB) formula
has undergone five major assessments since 1974. On February 21, 2005, HUD
released a new assessment based on the introduction of 2000 Census data into the
CDBG formula. In addition to estimating how well the formula allocates to
community development need after introduction of the 2000 Census data, it provides
four alternative formulas for targeting funding. This analysis of the CDBG formula
will help to inform decisions about how federal resources can be better targeted in the
proposed initiative.”

What are those four alternatives and with which stakeholder groups did HUD work to
reach these four alternatives?

Answer: The four alternatives are fully described in HUD report entitled “CDBG
Formula Targeting to Community Development Need” published February 20035, A
copy is enclosed.

HUD invited comments and suggestions from several public interest groups at
informal meetings over a period of time beginning in 2003. When the 2000 Census
data was fully introduced into the CDBG formula for Fiscal Year 2003 it became
clear that demographic changes in the country were causing significant shifting of
funds among grantees. In fact, HUD published a report entitled “Redistribution

www. hud.gov espanol.hud.gov
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Effect of Introducing Census 2000 Data into the CDBG Formula.” Following that
report the Department continued to invite comments and suggestions from interest
groups as it conducted its analysis of alternatives leading up to the publication of its
report in February 2005. The interest groups consulted were National Community
Development Administration (NCDA), United States Conference of Mayors
(USCM), the Council of State Community Development Agencies (COSCDA),
National Association for County Community and Economic Development
(NACCED) and the National Association of Housing and Redevelopment Officials
(NAHRO).

Your second question indicated:

. According to SAC documentation and during a routine pre-hearing interview with
your staff, it was learned that in June 2004 a joint HUD/OMB working group began
work on an outcome measurement program for key federal community development
programs. The Subcommittee would like to know who was involved in this working
group and what non-federal stakeholders were consulted. The Subcommittee would
also like to know at what point it was decided the results of this working group were
to be included in the SAC proposal. Finally, the subcommittee would like to know if
HUD plans on implementing the outcome measurements that were recommended by
the joint working group.

Answer: A working group of several federal agencies was established in February
2004 by OMB known as the Interagency Collaborative on Community and Economic
Development. Participating agencies included the Community Development
Financial Institutions, Department of Agriculture, Economic Development
Administration, the Appalachian Regional Commission, the Neighborhood
Reinvestment Corporation, and HUD. The purpose of the working group was to
develop common performance indicators and to improve coordination of community
and economic development agency programs. Only federal agencies participated in
this group. Federal agencies briefly shared information on Program Assessment
Rating Tool information and collected information on program performance elements
such as targeting and duplication. However, this group did not have any in-depth
discussions on these issues nor did the group review the SAC proposal.

A separate but parallel effort was the Performance Measurement Working Group
established on March 31, 2004 at the behest of several public interest groups. The
effort included participation by OMB, HUD and several public interest groups led by
COSCDA and including; the National Association of Housing Finance Agencies,
NACCED, NCDA, and NAHRO. The interest groups represented a cross-cut of
interests including state agencies, counties, rural areas, and large metropolitan areas.
The interest group met monthly to develop a performance measurement system for
HUD’s community development grant programs, particularly CDBG. Although in
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draft form, the performance measurement system is ready for public comment and
meetings are being scheduled to gather input from grantees. The effort has been well
received and had been lauded by OMB. In light of the new SAC proposal, the

schedule for its release has been revised but the Department intends to shortly publish
the notice for comment.

1 trust that you will find these answers responsive and helpful.
Sincerely,
I o

Roy A. Bernardi

Enclosure






THE 1970’s LOOK: IS THE DECADES-OLD COM-
MUNITY DEVELOPMENT BLOCK GRANT
FORMULA READY FOR AN EXTREME
MAKEOVER?

TUESDAY, APRIL 26, 2005

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FEDERALISM AND THE CENSUS,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
2154, Rayburn House Office Building, Hon. Michael R. Turner
(chairman of the subcommittee) presiding.

Present: Representatives Turner and Dent.

Staff present: John Cuaderes, staff director; Shannon Weinberg
and Jon Heroux, counsels; Peter Neville, fellow; Juliana French,
clerk; Erin Maguire, LC/Mr. Dent; Adam Bordes, minority profes-
sional staff member; and Cecelia Morton, minority office manager.

Mr. TURNER. A quorum being present, this hearing of the Sub-
committee on Federalism and the Census will come to order.

Welcome to the subcommittee’s oversight hearing entitled “The
1970’s Look: Is the Decades-Old Community Development Block
Grant Program Formula Ready for an Extreme Makeover?”

In March this subcommittee held a hearing reviewing the Bush
administration’s Strengthening America’s Communities Initiative.
During that hearing we learned that HUD had undertaken certain
in-house initiatives to improve the administration of the program.
It is one of those initiatives that brings us here today, a review of
the CDBG formula and the development of four possible grant for-
mula reforms. This is the first in a series of oversight hearings
dedicated to the review of the Community Development Block
Grant Program at the Department of Housing and Urban Develop-
ment.

The Community Development Block Grant Program [CDBG], is
one of the largest Federal direct block grant programs in existence.
For fiscal year 2005, Congress appropriated $4.71 billion for the
CDBG program, including $4.15 billion for CDBG formula grants
alone.

State and local governments use CDBG grant moneys to fund
various housing, community development, neighborhood revitaliza-
tion, economic development and public service provision projects.
Such projects must address at least one of three projectives: One,
to principally benefit low and moderate-income individuals; two,
eliminate or prevent blight; and three, remedy urgent threats to

(107)
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the health or safety of the community when no other financial re-
sources are available.

For over 30 years the CDBG program has been a critical tool in
the arsenal of cities to help create livable communities for individ-
uals and families. Without question, the program provides vital
funds for addressing poverty as well as community development
means, from eradicating blight to providing potable water and
building sewers. And while CDBG enables States and local govern-
ments to accomplish many of the objectives outlined in the original
auth(()irization, the program exhibits several problems that require
remedy.

The formula for which the bulk of CDBG funds are distributed
to entitlement communities and nonentitlement communities is
quite complex. The 1974 legislation creating the CDBG program
identified poverty, blight, deteriorating housing, physical and eco-
nomic distress, decline, living environment suitability and isolation
of income groups as some of the factors to be considered in deter-
mining community development need.

The original formula specified in the CDBG statute only consid-
ered three variables to assess and target these needs; poverty, pop-
ulation and overcrowding. However, Congress also intended for the
CDBG program to address housing, economic development, neigh-
borhood revitalization, and other community development activities
not exclusively associated with poverty.

Analysis of the formula shortly after 1974 showed that while the
CDBG formula targeted poverty populations fairly well, it failed to
adequately address older and declining communities. Accordingly,
in 1997 Congress amended the law by creating a second parallel
formula. The original formula became known as Formula A, the
new formula became known as Formula B. Formula B was de-
signed to target older and declining communities by using the new
variables of growth lag and pre-1940 housing. Jurisdictions re-
ceived the greater sum of the two formula calculations.

The last modification of the grant formula came in 1981. Con-
gress amended the formula by adding the 70/30 split requiring that
funds be split 70 percent to 30 percent between entitlement and
nonentitlement areas respectively. Since 1978, the factors used in
these calculations have remained constant, while the demographic
composition of the Nation has changed dramatically. In particular,
the number of entitlement communities has grown drastically. In
fiscal year 2004, there were more than 1,100 designated entitle-
ment communities. More than 250 new entitlement communities
were certified since 1993 alone, as compared to only 128 new enti-
tlement community designations between 1982 and 1993. And
while the number of entitlement communities sharing the 70 per-
cent portion of CDBG funds continues to grow, the overall funding
of the program has not kept pace. Thus, a larger portion of the pop-
ulation is sharing a relatively static portion of CDBG funds, result-
ing in smaller per capita grants per jurisdiction. At the same time,
the number of nonentitlement communities grows smaller, effec-
tively increasing their share of the 30 percent portion of CDBG.

Additional questions of fundamental fairness have arisen in re-
cent years. First, there are numerous instances of richer commu-
nities receiving higher per capita awards than poorer communities.
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Second, similarly situated communities often get disparate per cap-
ita awards.

The purpose of this hearing is to consider two basic questions re-
garding the structure of the allocation formula. First, is the current
formula, last modified in 1981, still applicable and effective today?
And second, if the answer to the first question is no, what factors
should Congress consider, and what changes to the formula would
be appropriate?

To help us answer these questions we have the Honorable Roy
Bernardi, the current Deputy Secretary of the Department of Hous-
ing and Urban Development and former Assistant Secretary of
Community Planning and Development.

On February 21, 2005, HUD published a document entitled
CDBG Formula Targeting to Community Development Need, the
result of a study on the declining effectiveness of the current grant
formula in targeting a need, as compared to the study. The study
demonstrates that the current formula continues to target need.
The top 10 percent of communities with the greatest community
development need to receive 4 times as much as the lowest 10 per-
cent of communities. Further, the per capita grants awarded to the
most needy of communities have decreased, while the per capita
grants awarded to the least needy of communities have increased.
To address these deficiencies the document details four alternative
formulas. The subcommittee looks forward to hearing more of those
details from Mr. Bernardi on this study.

Following Mr. Bernardi, we will hear from Mr. Paul Posner, Di-
rector of Federal Budget and Intergovernmental Relations at the
Government Accountability Office.

Joining Mr. Posner from GAO is Mr. Jerry C. Fastrup, Assistant
Director of Applied Research and Methods.

Rounding out our second panel of witnesses, we are pleased to
welcome Mr. Saul Ramirez, Jr., executive director of National Asso-
ciation of Housing and Redevelopment Officials. Mr. Ramirez
served as the Deputy Secretary of HUD during the Clinton admin-
istration, as well as the Assistant Secretary of Community Plan-
ning and Development from 1997 to 1998.

I look forward to the expert testimony our distinguished panel of
leaders will provide us today, and I thank all of you for your time
and welcome you.

[The prepared statement of Hon. Michael R. Turner follows:]
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Welcome to the Subcommittee’s oversight hearing entitled, “The '70s Look: Is the Decades-Old Community
Development Block Grant Formula Ready for an Extreme Makeover?”

In March, this Subcommittee held a hearing reviewing the Bush Administration’s “Strengthening America’s
Communities” initiative. During that hearing, we learned that HUD had undertaken certain in-house initiatives to improve the
administration of the program. Tt is one of those initiatives that brings us here today — a review of the CDBG formula and the
development of four possible grant formula reforms. This is the first in a series of oversight hearings dedicated to review of the
Community Development Block Grant program at the Department of Housing and Urban Development.

The Community Development Block Grant program, or CDBG, is one of the largest federal direct block grant
programs in existence. In FY 2005, Congress appropriated $4.71 billion for the CDBG program, including $4.15 billion for
CDBG formula grants alone. State and local governments use CDBG grant monies to fund various housing, community
development, neighborhood revitalization, economic development, and public service provision projects. Such projects must
address at least one of three objectives: (1) to principally benefit Jow- and moderate-income individuals; (2) eliminate or prevent
blight; or (3) remedy urgent threats to the health or safety of the community when no other financial resources are available.

For over thirty years, thc CDBG Program has been a critical tool in the arsenal of cities to help create livable
communities for individuals and families. Without question, the program provides vital funds for addressing poverty as well as
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community development needs, from eradicating blight to providing potable water and building sewers. And while CDBG
enables states and local governments to accomplish many of the objectives outlined in the original authorization, the program
exhibits several problems that require remedy.

The formula through which the bulk of CDBG funds are distributed to entitlement communities and non-entitlement
communities is quite complex. The 1974 legislation creating the CDBG program identified poverty, blight, deteriorated
housing, physical and economic distress, decline, living environment suitability, and isolation of income groups as some of the
factors to be considered in determining community development need. The original formula specified in the CDBG statute only
considered three variables to assess and target these needs — population, poverty, and overcrowding. However, Congress also
intended for the CDBG program to address housing, economic development, neighborhood revitalization, and other community
development activities not exclusively associated with poverty. An analysis of the formula shortly after 1974 showed that while
the CDBG formula targeted poverty populations fairly well, it failed to adequately address older and declining communities.
Accordingly, in 1977, Congress amended the law by creating a second, parailel formula. The original formula became known
as Formula A. The new formula became known as Formula B. Formula B was designed to target older and declining
communities by using the new variables of growth lag and pre-1940 housing. Jurisdictions receive the greater sum of the two
formula calculations.

The last modification to the grant formula came in 1981. Congress amended the formula by adding the “70/30 split,”
requiring that funds be split 70 percent to 30 percent between entitlement and non-entitiement areas respectively

Since 1978, the factors used in these calculations have remained constant while the demographic composition of the
nation has changed dramatically. In particular, the number of entitlement communities has grown drastically. In FY2004, there
were more than 1,100 desig d entith cor ities ~ more than 250 new entitlement communities were certified since
1993 alone as compared to only 128 new entitlement community designations between 1982 and 1993. And while the number
of entitlement communities sharing the 70 percent portion of CDBG fuads continues to grow, the overall funding of the
program has not kept pace. Thus, a larger portion of the population is sharing a relatively static portion of CDBG funds,
resulting in smaller per capita grants per jurisdiction. At the same time, the number of non-entitlement communities grows

smaller, effectively increasing their share of the 30 percent portion of CDBG.

Additional questions of fundamental faimess have ariscn in recent years. First, there are numerous instances of
“richer” communities receiving higher per capita awards than “poorer” communities. Second, similarly situated communities
often get disparate per capita awards,

The purpose of this hearing is to consider two basic questions regarding the structure of the allocation formula. First, is
the current formula, last modified in 1981, still applicable and effcctive today? Second, if the answer to the first question is
“n0,” what factors should Congress consider and what changes to the formula would be appropriate?

To help us answer these questions, we have the Honorable Roy Bernardi, the current Deputy Secretary of the
Department of Housing and Urban Development and former Assistant Secretary of Community Planning and Development. On
February 21, 2005, HUD published a document entitied CDBG Formula Targeting to Community Development Need, the result
of a swdy on the declining effectiveness of the current grant formula in targeting need. The study demonstrates that the current
formula continues 10 target need — the top ten percent of communities with the greatest community development need receive
four times as much as the lowest ten percent of communities. Further, the per capita grants awarded to the most needy of
cornmunities have decreased while the per capita grants awarded to the least needy of communities have increased. To address
these deficiencies, the document details four alternative formulas. The subcommittee looks forward to hearing more details
from Mr. Bernardi on this study.

Following Mr. Bernardi, we will hear from Mr. Paul Posner, Director of Federal Budget & Intergovernmental Relations
at the Government Accountability Office. Joining M. Posner from GAQ is Mr. Jerry C. Fastrup, Assistant Director of Applied
Research and Methods. Rounding out our second panel of witnesses, we are pleased to welcome Mr. Saul Ramirez, Jr.,
Exccutive Director of National Association of Housing and Redevelopment Officials. Mr, Ramirez served as the Deputy
Secretary of HUD during the Clinton Administration as well as the Assistant Secretary of Community Planning and
Development from 1997 to {998.

Took forward to the expert testimony our distinguished panel of leaders will provide today. Thank you all for your
time today and welcome.

HHEHE
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Mr. TURNER. And I want to recognize—Mr. Dent from Pennsyl-
vania, who is here with us today, and ask if he has any opening
comments.

Mr. DENT. I thank you, Mr. Chairman.

My only comment is that I look forward to receiving your testi-
mony. I have a lot of questions on this issue. Thank you.

Mr. TURNER. Thank you. We will now start with the witnesses.
Each witness has kindly prepared written testimony, which will be
included in the record of this hearing.

Witnesses will notice there is a timer light at the witness table.
The green light indicates that you should begin your prepared re-
marks, and the red light indicates that your time has expired. The
yellow light will indicate when you have 1 minute left in which to
conclude your remarks.

It is the policy of this committee that all witnesses be sworn in
before they testify. Swearing in the first panel, Mr. Bernardi, if you
would rise and raise your right hands.

[Witness sworn. ]

Mr. TURNER. Let the record show that the witness has responded
in the affirmative. And beginning then with Mr. Bernardi’s testi-
mony.

STATEMENT OF ROY A. BERNARDI, DEPUTY SECRETARY, U.S.
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

Mr. BERNARDI. Well, thank you, Chairman Turner, Congressman
Dent. On behalf of the President and Secretary Jackson, I appre-
ciate the opportunity to speak with you today about a recently re-
leased HUD report on the CDBG formula and how it performs rel-
ative to community development need.

As you are aware, the President, via his 2006 budget, has pro-
posed to consolidate 18 programs from 5 agencies within the De-
partment of Commerce, and that’s including the CDBG program.
These programs would be consolidated into one program, the
Strengthening America’s Communities Initiative. This initiative
would support communities’ efforts to meet the goal of improving
their economic conditions through, among other things, the creation
of jobs. Therefore, under the President’s proposal, the CDBG pro-
gram would be eliminated. Notwithstanding, I offer the following
testimony on the proposed CDBG formula targets, which may be
helpful in your review of the Strengthening America’s Communities
Initiative.

This is the fifth time HUD has prepared a report like this since
1974 on how the CDBG formula targets the need. Like our pre-
vious reports, we generally ask the question, how is the CDBG pro-
gram doing in terms of meeting the community development need
in this country?

The first report provided the framework for creation of the dual
formula that first allocated funds, as you mentioned, Mr. Chair-
man, in 1978. The current formula is comprised of Formula A and
Formula B. HUD calculates the amount of each grantee under both
formulas. The grantees are then assigned the larger of the two
grant amounts. Generally communities with poverty and over-
crowding get higher grants under Formula A, while communities
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with old housing and slow population growth get higher grants
under Formula B.

In 1983 and 1995, we found that CDBG formulas had become in-
creasingly less effective in targeting need. The problem is that
while the variables and the formulas have not changed since 1978,
this country has. I'm sure it comes as no surprise to anyone here
in the United States, it is a significantly different country than it
was 30 years ago. We have seen significant demographic and eco-
nomic change. Some communities experience tremendous growth,
while others are facing decline. Not surprisingly, when we began
to crunch the numbers from the latest census, we noticed that the
CDBG formula continues to be a less effective vehicle for targeting
need.

Today I'd like to outline our findings and offer some options,
should you consider changing the program’s formula to meet to-
day’s needs.

As with prior studies, we designed an index to try to rank each
community based on its relative level of community development
need. This needs index uses variables that relate directly to the
statutory objectives of the CDBG program, such as poverty, crime,
unemployment and population loss. A total of 17 variables were
identified for entitlement communities; those are cities and large
urban counties that receive direct funding. For the States, or the
nonentitlement program, we created a needs index using 10 vari-
ables. Applying techniques used in the previous four studies, those
variables are combined into a single score for each community.

When we compare how the current formula is allocated against
this needs index, we see some stark examples of funding disparity.
For example, communities with similar need may receive signifi-
cantly more or less funding on a per capita basis. We also find ex-
amples of communities with less need receiving roughly the same
amount of funding as higher-need areas. Exhibit 1 illustrates this
point. And I apologize for the complexity, but I think this will be-
come clear shortly.

This chart shows how CDBG’s current formula is targeted today.
You will see along the bottom of this chart communities are ranked
by their relative community development need, starting with the
lowest need communities on the left, and ending with the highest
need communities on the right. The solid line represents an appro-
priate funding level relative to the need for the per capita grant
amount of the grantee community. The jagged line represents the
per capita allocation for grantees under the current formula.

This chart on my right demonstrates that CDBG’s current for-
mula is far from perfect. For example, some low need communities,
such as Newton, MA; Portsmouth, NH; Royal Oak, MI are allocated
more than $25 per person, while other low-need communities are
receiving $5 to $7 per capita.

The starkest contrast, however, is among the high need commu-
nities on the right side of the chart, and I will use three commu-
nities as an example. The cities of St. Louis, Miami and Detroit
have similar needs according to the needs index, but get very dif-
ferent grant amounts. St. Louis receives $73 per capita, well above
the needs index line; Detroit gets about $50 per capita, which is
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right about at the needs index line, and Miami receives $26 per
capita, well below the needs index.

Now why is this? There are several reasons, and, Chairman
Turner, you mentioned some of those. Two big reasons are with re-
spect to the pre-1940 housing variable and the growth lag variable
in Formula B. As distressed communities have demolished their
older housing, and less distressed communities renovated their
older housing, the pre-1940 housing shifted money from distressed
communities to less distressed communities.

In terms of growth lag, the relatively few communities that get
funding under this variable get a lot of funding, because the growth
lag here is at 20 percent, so it is pegged with communities’ popu-
lation in 1960. It is the communities with growing lag that rep-
resent the spikes you’ll see in the chart; like I mentioned, St. Louis
at about $70 per capita—St. Louis lost an awful lot of population,
from about 780,000 down to about 330,000, so that growth lag dif-
ferential, that 20 percent, they receive a large portion of that.

There are other elements to the CDBG current formula that tend
to benefit smaller college towns with a high population of students
earning little or no income. When you consider these students in
measuring poverty, which we do under the present formula, it is
misleading, as many receive funds from parents and others. You
get a relatively higher grant as compared with similar communities
with no significant student population, but with absolutely higher
poverty.

Finally, the dual formula structure tends to provide greater fund-
ing to communities funded under Formula B, developed for declin-
ing areas, than equally needy Formula A grantees, which was de-
veloped for growing areas.

Let me also take a moment to talk on the nonentitlement for-
mula that allocates 30 percent of the CDBG funding to the States.
The nonentitlement formula does not have the wild swings in fund-
ing as the formula our cities and counties use. As a result, there
are no stark differences in funding between States, no matter their
need. With the exception of Puerto Rico, the formula for the 50
States doesn’t really target need at all. But Puerto Rico obviously
probably is a Formula—I'm sure is a Formula A grantee because
50 percent of it is poverty.

The report considers four alternatives, and they all improve tar-
geting to need, and I will just do a brief summary of each one, if
I may, please.

Alternative 1 on the left, it keeps the current dual formula, but
corrects some of the most serious problems. For example, it defines
the age of the housing stock a little more precisely. Instead of
counting just the number of units built before 1940, this option
would measure housing older than 50 years—and here is the key—
and occupied by a person of poverty.

By establishing a means test on this housing variable, alter-
native 1 generally redistributes funds from less needy communities
to communities in decline, correcting that imbalance that you see
in the present formula. Exhibit 2 shows the impact of these correc-
tions; that would be alternative 1. It substantially reduces the over-
funding of low-need communities like Newton, Portsmouth and
Royal Oak, and only modestly reduces the funding difference be-
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tween Miami and St. Louis. Similar changes to the nonentitlement
formula also have positive effects on targeting.

Alternative 2. Now, this is a very simple approach designed to
minimize differences in funding among places with similar need. It
is a single formula that uses four measures of need, poverty, fe-
male-headed households with children, housing 50 years and older
and occupied by a poverty household, and overcrowding. As Exhibit
3 shows, this alternative greatly improves the fairness of the for-
mula by reducing the per capita grant variation, so you don’t have
those fluctuations and those lines. The disadvantage of alternative
2 is that the high-need communities tend to fall below the needs
line. Miami, St. Louis and Detroit all receive the same amount of
money; however, theyre below the needs line.

Now alternative 3, that adjusts alternative 2 to increased
fundings for communities in decline and exhibiting fiscal distress.
As shown on exhibit 4, this does improve targeting to the most
needy, compared to alternative 2. For example, under alternative
3, Detroit and St. Louis would receive grants of approximately $50
per capita, and Miami would receive a grant of about $44 per cap-
ita. Alternative 3 has somewhat greater variation between similar
needy grantees relative to alternative 2; however, alternative 3
achieves greater targeting to the most needy communities.

Now, the last alternative, alternative 4, resembles alternative 3,
but what we’ve done here is it eliminates the 70/30 funding split
between the entitlement and nonentitlement communities, and
that’s the funding obviously for the nonentitlement areas and the
entitlement areas would be allocated under a single formula. This
approach would currently result in a split of approximately 69/31,
69 to the entitlements, 31 to the nonentitlements. A chart for alter-
native 4 would show that the same distribution as the chart for al-
ternative 3.

In conclusion, today’s formula—again, a formula that hadn’t been
modified since 1978—places great emphasis on certain variables
that may not be a true reflection of today’s need.

I want to thank the committee for allowing me to make this pres-
entation, and I will be happy to attempt to answer any of your
questions.

Mr. TURNER. Thank you.

[The prepared statement of Mr. Bernardi follows:]
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On behalfof the President and Secretary Jackson, 1 would like to thank the subcommittee and
Chairman Turner for the opportunity to speak with you today about a recently released HUD
report on the CDBG formula and how it performs relative to community development need.

This is the fifth time HUD has prepared a report like this since 1974 on how the CDBG formula
targets to need. Like our previous reports we’ve generally asked the question...how is the
CDBG program doing in terms of meeting the community development need in this country?

The first report provided the framework for creation of the dual formula that first allocated funds
in 1978, The current formula is comprised of a Formula A and a Formula B. HUD calculates the
amount for each grantee under both formulas. Grantees are then assigned the larger of the two
formula amounts. Generally, communities with poverty and overcrowding get higher grants
under Formula A, while communities with distressed housing and slow population growth get
higher grants under Formula B.

In 1983 and 1995 we found that CDBG’s formula had become increasingly LESS effective in
targeting need. The problem is that while the variables in the formula have not changed since
1978, this country has. I am sure that it comes as no surprise to any of you, the United States isa
significantly different country than it was nearly 30 years ago. We are seeing significant
demographic and economic change...some communities have experienced tremendous growth
while others are in decline.

Not surprisingly, when HUD began to examine the numbers from the latest Census, we noticed
that the CDBG formula continues to be a less effective vehicle for targeting need. Today, [
would like to outline our findings and offer some options should you consider changing the
program’s formula to meet today’s needs.

As with prior studies, we designed an index to try to rank each community based on its relative
level of community development need. This needs index uses variables that directly relate to the
statutory objectives of the CDBG program such as poverty, crime, unemployment, and
population loss. A total of 17 variables were identified for entitlement communities. . .those are
cities and larger urban counties that receive direct funding. For the states or “non-entitlement”
program, we created a needs index using 10 variables.

Applying techniques used in the previous four studies, those variables are combined into a single
score for each community.

When we compare how the current formula is allocated against this needs index, we see some
stark examples of funding disparity. For example, communities with similar need may receive
significantly more...or less funding on a per capita basis. We also find examples of communities
with less need receiving roughly the same amount of funding as higher need areas.

Exhibit 1 illustrates this point. [ apologize for the complexity but I think this will become clear
shortly.
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This chart'shows how CDBG’s current formula is targeting need today. You will see along the
bottom of this chart, communities are ranked by their relative level community development
need, starting with the lowest need communities on the left and ending with the highest need
communities on the right. The solid line represents an appropriate funding level relative to need
for the per capita grant amount of the grantee community. The jagged line represents the per
capita allocation for grantees under the current formula.

This chart demonstrates that CDBG’s current formula is far from perfect. For example, some
low-need communities such as Newton, Massachusetts; Portsmouth, New Hampshire; and,
Royal Oak, Michigan are allocated more than 25 dollars per person while other low-need
communities are receiving five-to-seven dollars per capita.

The starkest contrast, however, is among high-need communities on the right side of the chart. I
will use three communities as an example. The cities of Saint Louis, Miami, and Detroit have
similar needs according to our needs index, but get very different grant amounts. Saint Louis
gets $73 per capita, well above the needs index line; Detroit gets $50 per capita; and, Miami gets
$26 per capita, well below the needs index.

‘Why is this? There are several reasons, but two big reasons are in respect to the pre-1940
housing variable and growth lag variable in formula B. As distressed communities have
demolished their older housing and the less distressed communities renovated their older
housing, the pre-1940 housing shifted money from distressed communities to less distressed
communities. In terms of growth lag, the relatively few communities that get funding under this
variable get a lot of funding, since it is pegged to a communities population in 1960. It is the
communities with growth lag that represent the “spikes” you see in the charts.

There are other elements to CDBG’s current formula that tend to benefit smaller college towns
with a high population of students earning little or no income. When you consider these students
in measuring poverty you get a relatively higher grant as compared with similar communities
with no significant student population but with absolutely higher poverty. Finally, the dual
formula structure tends to provide greater funding to communities funded under formula B
(developed for declining areas) than equally needy formula A grantees (developed for growing
areas).

Let me also take a moment to talk about the non-entitlement formula that allocates 30 percent of
CDBG funds to the States. The non-entitlement formula does not have the wild swings in
funding as the formula our cities and counties use. As a result, there are no stark differences in
funding between states, no matter their need. With the exception of Puerto Rico, the formula for
the 50 States does not really target need at all.

The report considers four altematives that all improve targeting to need. Here is a brief summary
of each:

Alternative 1 keeps the current dual formula but corrects some of the more serious problems.
For example, it defines the age of the housing stock a little more precisely. Instead of counting
the number of units built before 1940, this option would measure “housing older than 50 years”
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and occupted by a person in poverty. By establishing a means test on this housing variable,
Alternative 1 generally redistributes funds from less needy communities to communities in
decline.

Exhibit 2 shows the impact of these corrections. While Alternative 1 substantially reduces the
over funding of low-need communities like Newton, Portsmouth, and Royal QOak, it only
modestly reduces the funding difference between Miami and Saint Louis. Similar changes to the
nonentitlement formula also have positive effects on targeting.

Alternative 2 is a very simple approach designed to minimize differences in funding among
places with similar need. It is a single formula that uses four measures of need — poverty,
female-headed households with children, housing 50 years and older and occupied by a poverty
household, and overcrowding. As Exhibit 3 shows, this alternative greatly improves the fairness
of the formula by reducing the per capita grant variation. The disadvantage of alternative 2 is
that high need communities tend to fall below our needs line. Miami, St. Louis, and Detroit all
get the same amount, however, they would fall below the needs index line.

Alternative 3 adjusts Alternative 2 to increase funding for communities in decline and exhibiting
fiscal distress. As shown on Exhibit 4, this does improve targeting to the most needy compared
to alternative 2. For example, under Alternative 3, Detroit and Saint Louis would receive grants
of about $50 per capita and Miami would receive a grant of about $44 per capita. Alternative 3
has somewhat greater variation between similarly needy grantees relative to Alternative 2.
However, Alternative 3 achieves greater targeting to the most needy communities,

Alternative 4 resembles Alternative 3 but eliminates the 70/30 funding split between entitlement
and nonentitlement communities. That is, funding for nonentitlement areas and entitlement areas
would be allocated under a single formula. This approach would currently result in a split of
69/31 of funding between entitlements and nonentitlements, very similar to the current split of
70/30. A chart for Alternative 4 would show the same distribution as the chart for Alternative 3,
Exhibit 4.

In conclusion, today’s formula -- again, a formula that hasn’t been modified since 1978 - places
great emphasis on certain variables that may not be a true reflection of today’s need.

I want to thank you for your time. If you have any questions I would be happy to answer them.
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Alternative 1

70% Entitlement Communities, Dual Formula
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Alternative 2

70% Entitlement Communities, Single Formula
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Alternative 3
70% Entitlement Communities, Single Formula /
30% Non-Entitlement Communities (identical to Alt. 2)
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Mr. TURNER. And unfortunately we’re going to have a lot of ques-
tions between the two of us, and I know that some of it you may
need to provide us additional information after the hearing, or you
might have someone else who you might be able to consult in pro-
viding us the specific questions.

In looking at this issue on community block grants, one of the
things that I recalled was that when I was a student at Ohio
Northern University in political science from 1978 until 1982, one
of the textbooks that I had actually had a discussion of the CDBG
formula allocation as it was occurring through 1978—through 1981,
as you referenced in your testimony. And it was interesting be-
cause the discussions that they have—and this textbook is from
1978 it goes through the various allocation formulas that were con-
sidered and its impacts. And it talks about some of the allocation
formulas that were rejected and some of the elements that were
considered and accepted. And it talks about the ailing Northeastern
and Midwestern cities, such as St. Louis, Buffalo and Detroit, and
the least needy cities such as Dallas, Albuquerque and Phoenix.

Now, this sentence is from 1978, but if we look at the informa-
tion that we have before us today, intuitively I think that most of
us would agree that if you take out of that list Detroit and Dallas,
we would all have an understanding that in any comparative need
that you might structure, we would want a comparison where the
need of Detroit is recognized versus the need of Dallas in a
weighting. Dallas has needs, Dallas has poverty; but intuitively we
all know that if you drive through Detroit, and if you drive through
Dallas, and you have the issues of community development as a
topic that you want to remedy, your view of the needs of those two
communities would have Detroit expressing a higher need and Dal-
las expressing a lesser need, as just stated even in 1978 as this
was discussed in this textbook.

In looking at the four formulas that HUD has prepared, in two
out of the four Detroit loses, and in all of the four Dallas wins. So
we would have, in that intuitive comparison, formulas before us
where we're trying to say in these four formulas that the commu-
nity needs of Detroit are perhaps lessened, and the community
needs and development of Dallas are increased. That’s kind of trou-
bling to me.

And so I've looked to the issue then of how the proposals are
structured, and with your charts, you have mapped less need ver-
sus high need based upon some assumptions that are used then to
structure your formula. And it’s those assumptions, not necessarily
the four examples, that I would like to ask my questions about pre-
dominantly, because it seems as if the moment that you define a
low need and a high need, based upon factors that you put together
here, that the outcomes of your four recommendations are going to
be, of course, biased toward those. And in looking at them, there
are a few things that jumped out at me.

One, obviously, is immigration. It appears to me, in reading
these materials—and obviously this is a very complex report, so I'm
going to need your assistance in deciphering it, but it appears that
immigration, being identified as a new element of an expression of
need, is reflected in your charts at a weighting of what percentage?
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From the materials that I saw here, I believe it’'s 15 percent. Is
that accurate?

Mr. BERNARDI. That’s correct.

Mr. TURNER. OK. The part that troubled me the most was when
I read this, it said a new dimension of community distress that sur-
faced as a result of the rapid growth in the immigration population.
And certainly immigration has not been a new phenomenon. Our
committee is the Federalism and the Census, and so I had a visit
from census people the other day, and they gave me this great big,
thick book, which I looked into the issues of immigration. And if
you look at a chart from 1900 to 2003, there is definitely a spike
that occurred around 1990 in immigration. But there is, then, a
capping that occurs in the amount of immigration that is per-
mitted, legal immigration. And then if you look in the Statistical
Abstract of the United States, 2004, 2005, the National Data Book,
if you look at immigration from 1901 to 2002, it shows that the
rate of immigration per thousand population—immigration popu-
lation in contrast to the U.S. citizen population in thousands—that
we do have a peak in the 1980’s and 1990’s, but that we have re-
turned to a pace that is similar to the current—the pace that was
experienced back when I was in college and they were discussing
redoing this formula.

For example, from 1971 to 1980, this report indicates that our
rate per thousand is 2.1. From 1981 to 1990, it rises to 3.1; 1991
to 2000, 3.4; spikes in the 1990’s, 6.1, 7.2; but it has fallen such
that it goes below 3 from 1995 forward to through 1999, and then
hovers around 3, 3.7 in the beginning of 2000.

So it seems to me that when we start with the assumption that
it’s a new phenomenon, it’s not. The new phenomenon was we had
a temporary spike—and you guys probably can’t, because I don’t
have as big a graph as you do, but we had a temporary spike, and
that certainly was a phenomenon that did occur. But it’s not new,
and we've always had immigration. It’s maybe new in certain con-
centrations in areas of the South, and it may be new in the com-
position of that population that are immigrants—certainly poverty
is not new in concentrations in immigrants. And since our census
statistical data shows that it has leveled off and returned to the
same levels as when we first put this formula together, 'm wonder-
ing if we would be making a mistake at this point to now weight
the formula by 15 percent on something that we know from this
point going forward should be about the same as we experienced
from 1978 until the early 1990’s. Your thoughts.

Mr. BERNARDI. As you mentioned, the immigrant population in-
creased in the 1970’s and 1980’s, I believe you're indicating, up into
the 1990’s, and you feel it’s leveled off-
| er TURNER. According to the census data, it is now at the same
evel—

Mr. BERNARDI. What we did with this study is we took 17 vari-
ables and we related these variables back to the primary objective
of the CDBG formula program. The variables measured decent
housing, suitable living environment, economic opportunities, and
low and moderate income. And as they used a factor analysis with
these 17 variables, this analysis basically groups these variables
down to several individual factors, and those individual factors in
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the previous studies were poverty, problems in aging communities
and communities in decline. The present formula has an 80 percent
single factor for poverty, age of housing and decline; and that, as
you mentioned, the 15 percent factor related to the fiscal—stress
related to immigrant growth; in here, the Santa Ana, Anaheim,
CA.

This material was done on information, I believe, right up
through 2004. And the overcrowding number in the alternatives
has been substantially reduced. If you look at the current formula,
overcrowding in Formula A is at 25 percent, and alternative 1
takes it to 30 percent, but then it goes to 20 percent in alternative
2, and down to 10 percent for alternative 3.

The overcrowding takes place in cities like Miami and areas like
you mentioned in the South and the Southwest, but our folks felt
that percentage would be an accurate indication of what the stress
would be because of overcrowding.

Mr. TURNER. Well, and that actually goes to my next area of
questions concerning the immigrant population, because there is a
weighting for overcrowding, there is a weighting for density of pop-
ulation. It seems to me perhaps as double-counting when you factor
in immigration, because what you’re doing is you're saying these
are expressions of poverty in a community, overcrowding, density,
poverty itself, the make-up of the households, but then when you
overlay immigration upon it, youre, it seems to me—especially
with the weighting of 15 percent in your charts—double-counting
what you're going to find in those communities as a result of the
impact of immigration.

Mr. BERNARDI. Overcrowding—a great deal of the immigrant
population utilizes, as far as I understand it, more of the services
than they contribute into the services. And the fact is the over-
crowding number is more than 1.01 person per room. And you find
that the overcrowding number—and then when you cap it with the
low-density places with a high concentration of poverty, they put
a 5 percent weight on that. I don’t see it as double-counting, but
that’s open for discussion.

Mr. TURNER. The next question I have with regard to immigra-
tion—and then we’ll turn to Mr. Dent, and then I have another se-
ries of questions of the other factors—is that if we are to accept
that it’s new, a proposition that I don’t necessarily accept, and we
are to accept that the migration of immigrant populations are a
factor that needs to be taken into consideration, the type of aid
that is provided to cities, I wonder whether or not the Community
Development Block Grant Program is the appropriate place to do
that in that you already have, by the understanding that immi-
grant populations are going to migrate to areas of the country that
have growth, jobs and opportunity—that, in fact, you aren’t then
shifting Community Development Block Grant funds which are sta-
bility in focus, in part, to address issues of growth where there is
also economic growth that might be available to remedy some of
those needs.

Mr. BERNARDI. True. But as I mentioned earlier, a larger per-
centage of the immigrant population utilized more services than
they provide in services. And that’s only a part of the needs index,
as we indicated, as 15 percent. I think the strength of this is that
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30 {)ercent is on the poverty, age of household and communities in
ecline.

Mr. TURNER. My question was is it possible that the topic that
you're trying to remedy is one that—of immigration and the bur-
dens of needs that are being placed on communities that are seeing
large migration—immigration populations might be best served not
by modifying CDBG, but by looking at what specific needs and as-
sistance should be provided separately from the CDBG program?

Mr. BERNARDI. Of course. I mean, you could look at any segment
of our society and create a new program if you wanted to, Con-
gressman, as to how you would address that.

As far as we’re concerned, though, when we did this report in
1983 and 1995—we were mandated by Congress to do this report—
we did this as part of our 2004 budget submission. And I think ev-
eryone feels very strongly that the formula program does not target
strongly the need as it was intended at the inception of the pro-
gram in 1974. And there’s many different ways in which you can
change this formula, but I mean, there is a formula 5 that I didn’t
bring with me today, and that is a little bit of a tweak between al-
ternative 2 and alternative 3. You can reduce or increase any of
these factors to compensate for an area in which you feel perhaps
there is an overweight.

Mr. TURNER. Thank you.

Mr. Dent.

Mr. DENT. Thanks, Mr. Chairman.

Good morning, Mr. Secretary.

Mr. BERNARDI. Good morning.

Mr. DENT. I enjoyed your presentation.

I guess my question is in order to make this system more fair,
you can probably write a lot of formulas, but what is really driving
the iniquities? Why are some of these lower-need communities get-
ting their greater share per capita spending than the higher-need
communities? Is it population decline? Is it the student population,
housing stock? What factors are really driving this disparity, par-
ticularly in the entitlement communities more so than the non-
entitlement communities?

Mr. BERNARDI. As I indicated in my presentation, you take a look
at Newton, MA; Portsmouth, NH; and Royal Oak, MI they all re-
ceive between $28 and $37 per capita, and they do that because
theyre a Formula B community. And in a Formula B
community:

Mr. DENT. Is that older housing stock?

Mr. BERNARDI. That is correct. They have the older housing
stock, the Formula B provides a higher dollar amount to them, and
that’s the pre-1940 housing. So by adjusting that, by not just hav-
ing it pre-1940 housing as it is under the present formula, under
these new proposals it’'s 50-year housing or older, which would
make it 1955—and that would be on a growth basis, in 5 years it
would be 1960—but what we do is those houses 50 years or older
would have to be occupied by a person in poverty, a person in pov-
erty defined as two people making a certain amount of money,
three people

Mr. DENT. So it is not just the age of the house, but the age of
the house plus the person living in poverty. I take it Newton, MA,
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has a lot of older homes, but they’re not necessarily lower-income
people living in those homes.

Mr. BERNARDI. Exactly.

Mr. DENT. Other factors in determining this formula, tax-exempt
property or rental housing, is that a factor you use in determining
any of the needs of communities? Many communities have higher—
larger percentage of rental property, you probably have higher
cases of poverty, for example. Or a lot of communities, older cities,
have probably larger amounts of tax-exempt properties, which may
include colleges and universities, which again skews the formula.
So I guess my question is do you use any of those indicators in de-
termining the wealth of the community?

Mr. BERNARDI. The indicator of housing was not used. As a mat-
ter of fact, we have a grant program called the Home Program,
which deals with affordable housing in this country. So housing
was not used, and rent in and of itself was not used as a tabulation
for the formulas that have been presented.

In alternative 3, the one difference that was used there is they
used a per capita income basically to make a determination when
it comes to the wealth of a community, for example. If a local juris-
diction’s per capita income is lower than the per capita income of
the metropolitan area, that local jurisdiction would receive addi-
tional dollars. If their per capita income, conversely, is higher than
the per capita income of that metropolitan area, by a factor analy-
sis that our people put together, they would receive less.

So what you do with alternative 3 that you don’t do with alter-
native 2 is you put in that per capita income caveat.

Mr. DENT. On a related question; do any of these alternative pro-
posals use cost of living as an evaluator of need? Do you use that
at all?

Mr. BERNARDI. I don’t believe so, no.

Mr. DENT. OK. And I guess it would be fair to say, if I heard
your original testimony correctly and clearly, that it seems that the
disparities are less among the nonentitlement grantees than the
entitlement grantees; is that a fair statement?

Mr. BERNARDI. That is correct.

Mr. DENT. Let me ask another question I have. On page 4 of
your testimony, you're showing some of the disparities. I think you
said the disadvantage of alternative 2 is that high-need commu-
nities tend to fall below our needs line. Miami, St. Louis and De-
troit all would get the same amount; however, they would fall
below the needs index. And I was trying to understand why those
communities would fall under the needs index under that alter-
native. Do you see where I am in your testimony?

Mr. BERNARDI. Yes.

Mr. DENT. You were pointing out the disadvantage of alternative
2.

Mr. BERNARDI. Well, alternative 2, if you look at the chart, it ba-
sically brings all of the communities together, and it doesn’t pro-
vide additional dollars to the highest-need communities. The high-
est needs tend to fall below that needs index line. As you can look
at that chart to the right where it says highest needs under alter-
native 2, the majority of those communities are below the needs
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index line. And then when you take alternative 3, you can see that
a majority of them go from below the needs index line to above it.

Alternative 2 does a nice job, and it brings the communities that
receive a higher per capita, because, as I indicated to you earlier
with Formula B with that pre-1940 housing, those three examples
that we used, those communities, that brings them back down to
a $5 to $7 per capita range as opposed to when they were a $20
to $30, but it does not provide a greater percentage of dollars to
the higher-need communities as alternative 3 does.

Mr. DENT. OK. You do a lot with these formulas. Here is the bot-
tom-line question for me. Is there any way I could see how my com-
munities in my district fare under the current formulas that are
used to distribute the CDBG dollars, particularly for the entitle-
ment communities, versus how they would do under the various al-
ternatives you’ve outlined here today? You might not have it in
front of you here, I understand——

Mr. BERNARDI. I do have it in front of me.

Mr. DENT. You do? Wow, I'm really impressed.

Mr. BERNARDL. It indicates here that the majority of your com-
munities will lose funding. All of your communities are Formula B.

Mr. DENT. These are the entitlement communities, or these are
the nonentitlements?

Mr. BERNARDI. Both.

Mr. DENT. Both, OK.

Mr. BERNARDI. Both Burkes County and Montgomery County re-
ceive more than—I can get this to you if you'd like.

Mr. DENT. Yeah, I'd like to see that. Lehigh and Northampton
Counties, and Berks and Montgomery, would you break it out into
county-by-county basis? Is that how you have it broken down?

Mr. BERNARDI. We do have it that way, yes.

Mr. DENT. That would be great. Thank you.

Mr. TURNER. Mr. Bernardi, a clarification. In the discussion on
housing, you talked about the age of housing, and that the pre-
1940 standard versus rolling 50 years, and you went further to say
occupied by an individual. And actually, according to what your
standards are, it’s not really an individual, it’s a family in poverty,
because you don’t count individuals in poverty, which we will get
to in a minute, which I believe is a mistake. But by counting the
households that are greater than 50 years that are occupied by a
family that’s in poverty, do you have a factor of counting aban-
doned housing stock? Because certainly that would be an element
representing a blighting influence, and I didn’t note that anywhere.

Mr. BERNARDI. We don’t. But you’re correct, that obviously is a
blight to the community. As the mayor of Syracuse and yourself,
as mayor of Dayton, we realize the number of abandoned homes
that we have.

Mr. TURNER. You and I have had this discussion about aban-
doned housing—frequently abandoned housing does not necessarily
just represent migration trends. It doesn’t necessarily mean that a
neighborhood is no longer desirable or suitable. Sometimes it
means the lifecycle transition of a house or a building, having gone
from owner-occupied to a rental unit, from a rental unit to aban-
donment with title problems where acquisition is inhibited. And
the community’s ability to go in and rehabilitate that unit, thereby



135

returning a family or an individual to the neighborhood, would be
limited to the extent that you reduce their community development
block grant funds by the vacancy of the house. You are, in fact,
then penalizing them—removing a funding source for housing reha-
bilitation based on the fact that theyre experiencing abandoned
housing.

Mr. BERNARDI. Well, as you know, Congressman, the CDBG mon-
eys can be used for acquisition and demolition; and a great deal of
that is done in the high-distressed communities, Northeast, the
areas where pre-1940 housing under the present formula is taken
down. And what that does, obviously, it hurts your number as far
as the allocation because of the pre-1940 housing percentage.

Mr. TURNER. But everyone would agree that one of the goals and
objectives of CDBG is the acquisition and renovation of abandoned
housing units, which are a blighting influence, and this ranking of
need would specifically remove those units which are targeted for
CDBG funds from the indication or the assessment of need.

Mr. BERNARDI. I'm sorry, I didn’t follow you.

Mr. TURNER. We all agree that CDBG for funds—or one of their
intended uses is to address the blighting influence of abandoned
housing in communities, correct? So I'm just asking you to recog-
nize that your graphs of low need to high need removes an element
of need of abandoned housing that the program is specifically de-
signed to try to address.

Mr. BERNARDI. Well, I've just been informed that we’re doing re-
search on vacant housing, and it’s something to be considered.

Mr. TURNER. OK. The next topic which is identified in the GAO
report is the issue of using metropolitan per capita income. And I
found it interesting because I'm familiar with David Rusk’s work,
and I didn’t quite get the nexus between his work and utilizing the
metropolitan per capita income element here. But in your testi-
mony, Mr. Dent asked you if you take cost of living into consider-
ation, and you indicated you did not.

Mr. BERNARDI. No.

Mr. TURNER. By taking metropolitan per capita income into con-
sideration and not taking costs, aren’t you taking—aren’t you heav-
ily weighting toward what could be low-cost, wealthy communities?

Mr. BERNARDI. Low-cost wealthy areas.

Mr. TURNER. Yes. Because if you take metropolitan per capita in-
come—and I believe from my reading from this—and please correct
me if I'm misunderstanding this—in reading this paragraph it
seems to me that you're saying communities that have a high met-
ropolitan per capita income are burdened with higher costs in being
able to deliver services and accomplishing community development
projects; and therefore, you're taking that as an element into con-
sideration and providing them funding. But if you don’t take costs
into consideration, you're rewarding communities that may have
high per capita income and low costs, I believe. Am I incorrect
there? Is there some adjustment that you're making?

Mr. BERNARDI. High per capita income and low costs, personally
I don’t see how they go hand in hand——

Mr. TURNER. Well, high-growth areas where there is a significant
amount of opportunities will have wages that have upward pres-
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sure that may not yet have expressed high cost of living in either
housing or other elements of family support.

Mr. BERNARDI. Initially; but eventually that catches up, and
catches up in a hurry.

I think what we’ve done here is to look for jurisdictions where
the per capita income is lower, obviously, than the per capita in-
come in that metropolitan area. That would demonstrate to me
that’s a community that has some concerns, has some decline. And
that’s why that community would receive, according to alternative
3, additional funding.

Mr. TURNER. And I guess I don’t quite understand, then, to what
extent that is taking into consideration how that is applied. It
would seem to me that a community that has low per capita in-
come, and it is also in a metropolitan economy that has low per
capita income, would have less opportunity, not more opportunity,
because we know in metropolitan regions they tend to be—they are
not hard-set boundaries in metropolitan regions for an economy. So
that the individuals who are in poverty, who are in a community
where the regional per capita income is higher, would have eco-
nomic mobility greater than someone living in a community where
they’re in poverty and the per capita income around them is lower.

Mr. BERNARDI. True. You would have more of an opportunity if
you're in a region where the per capita income in that region is
higher even if your jurisdiction is lower, yes.

Mr. TURNER. Which goes to my questioning. This is a new ele-
ment that had not been there before.

Mr. BERNARDI. If I may, you can look at a city that has a low
per capita income, and then look to the metropolitan area and you
see a higher per capita income, and the fact is that the people who
put this together were looking for a way to weight, if you will,
those individuals living just a few miles from other individuals
who, because of many varied circumstances, that per capita income
is extremely lower.

Mr. TURNER. And I think certainly the disparity that those indi-
viduals experience would be greater, but the economic community
development, economic opportunity that that community has, is not
necessarily impacted by that. It might actually be enhanced. You
might have a greater opportunity for regional resources rather
than a lesser opportunity if your region has a lower per capita in-
come, but that is just my thoughts on that. And I appreciate you
explaining it to me because it did not make sense to me at first.

I'd like to turn next to the issue of looking to family households
and excluding the single poverty individual who is a nonsenior,
nonelderly single population. Am I correct that is occurring? There
is a huge footnote down here that I do not understand. I under-
stand the intent, that there was a concern that off-campus college
students in college towns might have an impact in the overall num-
bers.

Getting back to intuition, it would just seem to me nationally
that we probably have more individuals who are living in poverty
in single households than we have in single off-campus college stu-
dents. Now, I could be wrong, but that’s just my guess.

And to go the next step of then just excluding all single, non-
elderly households in order to get to the off-campus college stu-
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dents seems extreme. Your footnote goes on to explain the rationale
and the basis for it, and claims statistically that it does parallel
itself, but it seems to me that the footnote said, in order to prove
that eliminating all single, nonelderly households that are in pov-
erty to get to the off-campus college students, we prove that it
doesn’t have that much of an impact if we globally do it; and you
went, I think, by going to go and look at the population of off-cam-
pus college students.

If you can look at the population of off-campus college students,
why aren’t we just doing that instead of eliminating all single pov-
erty households that are not elderly?

Mr. BERNARDI. As we mentioned earlier regarding those commu-
nities that are affluent communities, if you will, that receive above
the line in the need index, the Portsmouths and the Newtons, there
that is older housing, and just by having to indicate that it’s pre-
1940 housing, they receive a benefit there. And there are many,
many individuals that reside in those properties that are anything
but poor people in need.

Mr. TURNER. I understand your point——

Mr. BERNARDI. In other words, I don’t believe you could just do
it for the university areas and not have the desired outcome that
you would want, the weighted under Formula B right now that pro-
vides to those affluent communities with the pre-1940 housing.

Mr. TURNER. And perhaps you need to provide me more informa-
tion on this, but let me read these next two sentences to explain
my question. It says that, because this variable excludes single,
nonelderly persons in poverty, there is a sense that it may mis-
represent the needs of communities with particularly high portions
of their population made up of non-college students who are single,
nonelderly and in poverty. That is my sense

Mr. BERNARDI. It would be nice to get everyone into the mix

Mr. TURNER. The next sentence, though, says, to test this, HUD
requested a special tabulation of census data that specifically ex-
cluded full-time college students from the poverty count. And my
question, which perhaps you can provide me information later, is
if you can do that, why not just do that instead of excluding all
non-college students, single nonelderly in poverty? Because it
seems that the footnote says we’re going to exclude all these non-
college students, single, poverty, nonelderly, because we have test-
ed it with the census data, and it gives us the same number as if
we just exclude full-time college students. And it goes on to say
that people aren’t necessarily going to believe that or trust that.
I'm one of those. So if you can, why don’t you just eliminate full-
time college students? And perhaps that is something that you can
provide us information.

Mr. BERNARDI. I'll be happy to do that.

But as I mentioned a moment ago, you still have to address the
pre-1940 housing and those affluent communities that presently
operate under Formula B and receive a disproportionate share per
capita based on pre-1940 housing. Then you would have to add an-
other caveat, if you will, to address that.

Mr. TURNER. I understand your housing point.

Mr. Dent, further questions?

Mr. DENT. Thanks, Mr. Chairman.
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When you're driving these formulas, have you looked at tax effort
or a community’s fiscal capacity in determining grant levels? In
other words, some communities that are quite poor have very high
tax efforts, and some of those communities that are of perhaps
lower need may have much lower tax efforts. Have you ever looked
at that as a potential component to the formula?

Mr. BERNARDI. I don’t believe so. I don’t believe that the taxes
of a particular jurisdiction come into play at the ability of the com-
munity, if you will, to provide for services that some communities
could not because of their ability to have the higher sales tax or
to have a higher property tax base.

Mr. DENT. I guess the reason I'm asking is in my State of Penn-
sylvania, we used to run these complicated school subsidy for-
mulas, and we always tried to throw in a tax effort whenever we
could. Do you measure poverty here by TANF families, or what is
the definition of poverty under this?

Mr. BERNARDI. The definition of poverty is a family—an individ-
ual with a certain income, two people with a certain income, three
people with a certain income.

Mr. DENT. OK. Is that essentially—is that the TANF criteria,
more or less?

Mr. BERNARDI. I believe so.

Mr. DENT. OK. And the next question I have is, you know, we're
doing two things here. We're trying to look at the formula that
drives the money out to the various communities, but the question
I have is how are these CDBG funds generally spent by the need-
iest communities, and how would they be spent generally by the
lower-need communities, and what’s the difference? In the commu-
nities that Chairman Turner and I represent, a lot of those dollars
are being used for demolition, deconverting rental units back down
to owner-occupied settings, and all types of what I would consider
legitimate community development, putting money into areas
where we would not be able to invest, be able to draw private sec-
tor investment, but basically preparing sites, preparing land, pre-
paring housing.

What do you see the difference of how the moneys are spent be-
tween these high-need communities versus the low-need commu-
nities?

Mr. BERNARDI. Well, as you know, Congressman, the flexibility
of the program within parameters allows each community to basi-
cally spend the money within the guidelines of the rules and regu-
lations.

I can tell you, with the 2004 expenditures, basically, oh, I think
it was $1.6 billion out of the $4.1 billion, about 26 percent was used
for housing rehabilitation. And I think the low-need communities,
as Congressman Turner mentioned earlier, when you have to do an
awful lot of rehabilitation, maybe do some demolition housing,
housing is maybe the highest expenditure.

There are also communities that can use it for public services,
like adult literacy, child day care, but there’s a cap of 15 percent.
So the communities would look at their priorities and make a de-
termination as to how they want to utilize those dollars. There’s
also public facilities, percentages used for sidewalks, streets, sew-
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ers. Economic development is another area where resources are
used.

Mr. DENT. I guess the final question I have, do you think it will
be difficult for Congress to come to some kind of consensus on this
given the complexities of the methodologies that you are using? Be-
cause at the end of the day, if most Congressmen are like me, they
will look at their communities and see how they will do under the
old system, look how they will do under the new system and that
will drive a lot of their decisionmaking. Have you thought about
that at all?

Mr. BERNARDI. We have. That’s why we have four alternatives
that are in front of you. Regardless of which alternative you were
to choose, if you were to choose a change in the system, there are
going to be communities that will receive more dollars and there
will be communities—everyone will be affected.

But, then again, the variables that are being used here, it’s how
close you want to target to need the objectives of the program, de-
cent housing, economic opportunity, quality of life and providing
dollars for people of low and moderate income. The communities
right now spent about 95 percent of their allocations to benefit low
and moderate income individuals; that was 60 percent. It was
raised to 70, then to 80 by Congress just 10 years ago.

But the communities, in your previous question, communities
utilize the moneys. I think, to help the people that they think need
it the most, depending on what areas they want to do, whether it’s
housing or whether it’s a program for senior citizens through the
public service cap.

Mr. DENT. When you talk about those communities, I don’t want
to talk about winners and losers, but those communities may do
better than others. I have a good sense of which communities
would need a greater boost through CDBG than some others that
might not fare as well or do worse or could afford perhaps to do
a little worse. Would these formulas be able to break these, break
this down by municipality? I know you have a county-by-county
analysis. But you could actually break it down by municipality in
my district so I could see the——

Mr. BERNARDI. Yes. We do all that information. We can provide
for you exactly what would occur with each urban county, for ex-
ample, for an entitlement community, for your non-entitlement
communities. Also, when the program went from a categorical
grant program to the formula here back in the 1970’s, there was
a phase-in period that was put into place by Congress. I think it
was anywhere from 3 to 5 years.

If you choose to change the formula, you could do the same thing
here so that the community would be phased in to receiving that
extra money so they have the capacity and the wherewithal how
to use the capacity at the same time if they were to lose those dol-
lars.

Mr. DENT. That would help me quite a lot. I could pick at you
all day in terms of the formula—what form it should be in and
shouldn’t be in—but if I could look at all four alternatives and
break it down, I could get a sense of what is the fairest for my dis-
trict. I am trying to drive the money to the communities most in
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need. That would be helpful to me and in my decisionmaking proc-
ess if we went forward with some kind of formal funding.

Mr. BERNARDI. We have that information and would be happy to
provide it to you.

Mr. DENT. That would help me to see what is more equitable ver-
sus what is less equitable. So thank you.

Mr. TURNER. Well, Mr. Secretary, for just a moment, I want to
get back to the immigration issue, because, as we were talking
about the David Rusk issue of the inelasticity or elasticity of metro-
politan areas—basically your document, as it reflects David Rusk,
is talking about the ability for a metropolitan area to grow into a
regional metropolitan government type versus those that are geo-
graphically frozen, small central cities, perhaps growing affluent
suburbs.

Taking into consideration, as you do, the disparity of per capita
income between the metropolitan area and the urban core, as a
percentage, I indicated that I believe that may be incorrect, be-
cause you are an individual who is in poverty in a community
where that is not that great disparity, has less of an overall eco-
nomic opportunity than a person who is in a situation where the
metropolitan area is significantly higher than the urban core.

But getting back to immigration. We have here percentage point
change in poverty rate as an element that you consider. And we
have in here metropolitan per capita income disparity between the
urban core and the suburban area, and we have in here concentra-
tion of poverty. Those are weighted, and then as we discussed im-
migration, I was indicating—I believe that some of the factors that
you have double count the expression of immigration and oppor-
tunity—and I just want to walk through that.

I am not asking you a question, but you can comment on it if you
would like. It would seem to me that if you have an area, if we
have a small urban core that geographically is frozen but cannot
grow, but a successful metropolitan area, where the per capita in-
come is higher in the suburbs than in the urban core, significantly,
which is what you are trying to register and capture, that would
be an area that would attract immigrants, and that, again, the
urban core, not having an ability to grow and probably having the
less expensive housing options available would attract that immi-
grant population.

Because it’s under David Rusk’s model, geographically unable to
grow to capture the economic growth in its suburbs, it would have
a percentage change in poverty that would go up. It would have,
because its population is growing, a higher concentration of poverty
than it had before, and it would remain in an area where its per
capita income is in a significant disparity to its metropolitan area.

So that’s one of the reasons I am concerned that you used these
elements that are things that I believe will occur in an area that’s
experiencing immigration, and then you go back in and weight your
system an additional 15 percent for immigration, when, I think in
the elements that you are capturing, the expression of immigration
is already going to be reflected.

Mr. BERNARDI. So, if I may, you are looking to localize this then.
You are saying immigration would tend to be in areas where
there’s a low per capita income, but we estimate the metropolitan
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area is high income. There’s more opportunity. There’s less expen-
sive housing, so these individuals—I don’t know how you capture
that.

Mr. TURNER. My concern is that your factors, by then going back
and adding immigration, what you are doing is saying, we are
going to look at poverty and community development needs. Then
you are factoring over on top of those an expression of certain types
of poverty by the individual whose impoverished, the immigrant.

I think that double counts the expression of poverty in the com-
munity that probably does not serve us. And that’s my analysis of
this, and any other additional analysis and comments that you
make or further discussion, I would love to hear.

Mr. BERNARDI. I appreciate what you are saying. It also seems
to me that when you talked about the college towns and making
a separate distinction as to why we can’t just make the adjustment
in the way the university housing is or the college housing is—and
I would like to say that these are just alternatives.

Mr. TURNER. I understand.

Mr. BERNARDI I told you I have an alternative five that I like
even better than the first four alternatives.

Mr. TURNER. I would love to see it.

Mr. BERNARDI. But you can tweak these numbers, and you can
eliminate, like, for example, between two and three, as I men-
tioned, what we did there to provide additional dollars to the high-
need communities is we took the overcrowding, the number that
you are talking about, that would tend to come with an immigrant
population and reduce that by 10 percent, and at the same time,
we increased by 10 percent housing 50 years or older. So there are
ways in which you can even make more distinctions than we have
made here.

Mr. TURNER. OK. When you were present for the Strengthening
America’s Communities Hearing, David Sampson from Commerce
gave us some initial discussions concerning how that program, if it
gveﬁ'e to be approved, would allocate its community development to

ollars.

And his discussion was that a task force is going to be formed
that would flush out what these elements or factors were to be con-
sidered. But his testimony here pretty much focused on poverty
only and looking at communities that had a poverty expression
greater than the national average.

I didn’t see in yours, and it may be there, and I just don’t see
it, that where you have communities that have a poverty in excess
of the national average, that there’s an additional weighting to-
ward them versus just the expression of poverty generally. Is that
accurate?

Mr. BERNARDI. Well, the numbers that Mr. Samson provided you,
I believe, he said that 38 percent of the cities that received CBDG
resources were below the poverty number. That’s not the case. It’s
more like 22 percent.

The fact of the matter is, I think this particular formula that we
presently operate under and the alternatives that we proposed, I
think, target more of a need. As you can see by the numbers here,
I think the poverty of family and elderly poverty is 50 percent in
formulas two and three.
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Mr. TURNER. Going back to the factors again. When you identify
what the factors are—and, by the way, the report, I do want to
compliment you on your report. This is an excellent report in being
able to read and digest it and being able to look at the extent of
data analysis that has gone on this. Whether or not anyone agrees
with the outcomes or the specific recommendations, the work that
is done here is just excellent work.

Getting to, then, once you have identified these factors that you
believe and the new demographics could be taken into consider-
ation—when you go to put that chart together of less need and
high need, you then weight these factors. We just had discussions
whether or not the elements as a factor should even be considered.
The next process is the weighting of those factors.

The discussion in the document pretty much, that I got from it,
in discussing how that weighting occurred, is a judgment based on
this factor is either higher and lower, and so then a number higher
or lower is picked.

But I didn’t get any information as to how the exact number was
picked: 80 percent for factor one; 15 percent for factor two; 5 per-
cent for factor three. Do you have information that tells us what
that process was in determining that?

Mr. BERNARDI. I am sure we do, and I can get that to you. But
as I mentioned, the 17 variables taken into consideration break
down into four areas. There were three variables on decent hous-
ing, three on unsuitable living environment, four for economic op-
portunities, and then low and moderate income had the remainder.
I will be happy to get you that information as to how they weighted
it so that it came down to the number that we have.

Mr. TURNER. I know Mr. Dent was asking for additional informa-
tion on how the four formulas are applied to communities. I don’t
recall specifically if he also asked in looking at how the alternatives
are applied to cities and then looking at the equation that is in the
front. I don’t think we have the data of the actual application of
the equation to each city so that a city could pick it up and see how
their number was decided based on the data that was in front of
them. Could we have that information given to us?

Mr. BERNARDI. Well, we can give you the information right now
as to what I know each community would receive or would not re-
ceive based on each one of the alternatives. Now, to give you the
information behind how that was calibrated?

Mr. TURNER. Right.

Mr. BERNARDI. We will do it, sure. I should say, my people be-
hind me will do it.

Mr. TURNER. Grandfathering has been a question that comes up
frequently. GAO makes note in the written testimony,
grandfathering provisions in the current law which allow commu-
nities that no longer meet eligibility requirements to remain enti-
tled.

Some of the questions that we have here are, how many commu-
nities fall into this category right now and how long really is
grandfathering permanent, and is there a geographical trend that
shows certain areas falling out of entitlement status and into
grandfathering status?
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Mr. BERNARDI. I don’t believe we have too many areas that are
falling out of entitlement. We have had a significant increase in en-
titlement communities, as you mentioned in your opening state-
ment. But I would be happy to tell you how we grandfather.

Mr. TURNER. Or if you could tell us who is, what is the time pe-
riod and give information about that process.

Perhaps you could give us your thoughts on the issue of rural
areas. I mean, throughout this report and also through the GAO
report, they have identified the issue of rural areas and their needs
being different than urban areas. If you could give us your
thoughts as to how that might be taken into consideration and
what we might need to do in looking at the needs of rural areas.

Mr. BERNARDI. There were 10 variables used for the non-entitle-
ment communities. The non-entitlement communities are the
States that represent those rural areas that you mentioned here.
I believe that the alternatives here address the disparities that
occur from it. From the beginning, though, there was not as much
of a fluctuation and a shift between States and non-entitlement
communities as there were within entitlement communities.

Mr. TURNER. Any closing remarks for us, Mr. Bernardi?

Mr. BERNARDI. Just that seated behind me here, there’s a gen-
tleman named Harold Bunce, and he did the report first report
back in 1976. And the gentleman to his left is Kevin Neary, and
he participated in the reports in 1983 and 1995. And Todd Richard-
son is right off my left shoulder here; he just basically is the archi-
tect for this report.

I would like to say, this is the third full report that HUD has
taken a look at when it has come to redoing the formula. You
know, regardless, Congressman Dent indicated that we all—every-
one wants to know what is going to happen in their area.

It’s a difficult decision as to whether or not you make the deter-
mination to change this formula. There’s going to be, obviously,
some swings regardless of which alternative you choose.

But it still targets the need, as you mentioned, Mr. Chairman,
in your opening statement, still targets those that are most in
need, but the disparities have grown over the years.

And I want to thank you for the opportunity, and we will be
happy to answer all the questions in writing that we have not an-
swered here today. If you have any followup, just let us know.
Thank you.

Mr. TURNER. Thank you so much for the time and effort and the
time and effort of your staff. What a great service you have done
in putting this report together. I am certain this is going to result
in a great discussion as we look forward to the topic of CDBG,
whether or not there needs to be changes in the formula, and, if
so, how that might occur in an equitable manner for our country.

Mr. BERNARDI. Thank you.

Mr. TURNER. We will take a 5-minute recess as we bring forward
the second panel.

[Recess.]

Mr. TURNER. I will call the subcommittee on Federalism and the
Census back to order beginning with panel two.

Panel two includes Paul Posner, Director, Federal Budget &
Intergovernmental Relations, Government Accountability Office;
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Jerry Fastrup, Assistant Director, Applied Research Methods, Gov-
ernment Accountability Office; and Saul N. Ramirez, Jr., executive
diriector, National Association of Housing and Redevelopment Offi-
cials.

I believe, Mr. Posner, we are starting with you.

I'm sorry, gentlemen, I was just reminded we need to swear the
committee in because this committee does swear in witnesses.

[Witnesses sworn.]

Mr. TURNER. Please note on the record that all witnesses have
responded in the affirmative.

Again, Mr. Posner, I believe we are starting with you.

STATEMENTS OF PAUL POSNER, DIRECTOR, FEDERAL BUDG-
ET & INTERGOVERNMENTAL RELATIONS, GOVERNMENT AC-
COUNTABILITY OFFICE; JERRY C. FASTRUP, ASSISTANT DI-
RECTOR, APPLIED RESEARCH AND METHODS, GOVERN-
MENT ACCOUNTABILITY OFFICE; AND SAUL N. RAMIREZ, JR.,
EXECUTIVE DIRECTOR, NATIONAL ASSOCIATION OF HOUS-
ING AND REDEVELOPMENT OFFICIALS

STATEMENT OF PAUL POSNER, ACCOMPANIED BY JERRY C.
FASTRUP

Mr. POSNER. Thank you, Mr. Chairman, and Congressman Dent.

I want to begin by referring to a report GAO issued February
16th of this year, and we call it, 21st Century Challenges: Reexam-
ining the Base of the Federal Government. I think it is very perti-
nent to what we are talking about here.

Because what we say in that report is, we do have a fiscal prob-
lem. We know we have deficits, but over the longer term, we are
going to have a real fiscal crisis. We are on an unsustainable fiscal
path, really not just at the Federal level but our local States and
governments, as you well know, are facing significant structural
pressures on both the revenue and spending sides of the budget.

The point of all of this is that, at some point, all major program
activities at the Federal level—arguably, the States have been
through this in the recent crucible of fiscal crisis—are going to
have to be on the table, not to be changed at the margin, like we
often do, but really fundamentally reexamining the base to test
their relevance, for a 21st Century period, and then new economy,
to test their effectiveness.

And one of the things we talk about in here is to test their tar-
geting. Programs are going to have to justify why they should be
exempt from such a process. As we are fond of saying, in this proc-
ess, fiscal necessity may, in fact, become a mother of reform and
reinvention in the public sector.

We think the HUD study, in fact, should generate and provide
us a good basis to generate this kind of reexamination basis for the
CDBG formula. In fact, this hearing, and I commend you for hold-
ing this hearing, is a good example of how such a process can get
under way.

I think that the questions about the formula that have just been
illustrated in the previous discussion are germane and whether or
not this program is consolidated and whether or not, frankly,
fundings are changed.
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Now, first, I want to say, my testimony is based on years of for-
mula design work that GAO has done. I have made sure that Jerry
Fastrup accompanies me here at the table. He is our senior public
finance economist with—I don’t want to tip off his age—but maybe
30 years of experience of working with the Congress on formula de-
sign. And not only is he an extremely knowledgeable and sharp
technician, but he understands how to explain these issues to var-
ious audiences over the many years.

Again, in our view, targeting is always in season to talk about.
But the fiscal impetus we have arguably provides a more important
impetus. The declining Federal resources is clearly challenging po-
litically, but it does provide an important window to have this dis-
cussion. For example, if you are facing cuts, you can provide cuts
across the board. But targeting enables you to hold harmless those
communities and others with least capacity to absorb the cuts.
More targeting, arguably, when you have less resources is needed
to address the fiscal gaps between those with high and those with
low needs.

In our view, targeting generally entails two kinds of dimensions
or two kinds of design decisions. One is the eligibility, what grant-
ees are eligible for the program in the first place and how to allo-
cate money among those grantees. In our testimony, we talk about
two general evaluation criteria that are useful to think about this
and other programs.

One is treating equals equally. In other words, low-income com-
munities with high needs should be expected to have similar per
capita allocations under a well-targeted formula. And two, allocat-
ing proportionally greater funds to those areas with higher needs
and lower capacity to fund the program on their own.

As the HUD report suggests—and I do want to echo your point,
Mr. Chairman, we think the HUD report is a well-done piece of
policy analysis—that the CDBG formula does target based on
needs, but longstanding inequities exist. And the HUD report does
a very good job, I think, of laying out how such factors skew the
targeting in such areas as the definition of older housing, lagging
growth. The use of two formulas and poverty measures that meas-
ure individuals rather than families tend to skew the formula both
by providing dissimilar or highly disparate allocations to places
with similar needs.

For example, Buffalo with the same score in the same index as
New York: Buffalo gets $68 per capita; New York gets $27 per cap-
ita. And places with higher needs can get lower amounts than
places with lower needs.

I like one sentence in this report to quote, because I think it’s
very apt. HUD says it’s desirable to capture the concept of age
without overly rewarding communities that have aged gracefully. I
think that captures well some of the issues of the formula design
that we are having here.

All of these longstanding problems have been exacerbated by
funding declines in real dollar terms after inflation, that there’s
been a decline in the per capita grant by about two-thirds over the
year.

What this says is, when you have a shrinking pool of money, it
makes targeting arguably more important to address the high
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needs communities’ needs. And with regard to the alternatives,
HUD'’s report and all the charts you have seen offers the four op-
tions from modest to substantial reallocation. The first two provide
technical improvements in redefining needs indicators by address-
ing such factors as age of housing and how a student issues greater
targeting for poverty—going to one rather than two formulas,
which we think eliminates a lot of the imbalances between commu-
nities within similar needs baskets.

The third formula introduces an entirely different element into
the equation, which is the issue of income and measuring the rel-
ative income of communities, measured by two factors. One is the
community’s own income, and second, as you indicated in your pre-
vious discussion, the metropolitan area’s income.

As HUD’s analysis shows, this factor substantially improves tar-
geting, but additional analysis is needed, because as our statement
indicates, these two specific measures tend to offset one another,
that lower-income communities in higher metropolitan area income
areas, their income needs get offset.

And so as we think about how we introduce income into this for-
mula, there’s some substantial design issues that have to be fur-
ther flushed out.

But I don’t want to lose the main point here, is that fiscal capac-
ity is an important element to consider for this formula, as it is for
most other Federal formulas, particularly as we triage scarce Fed-
eral funds.

The relative capacity of areas in local governments to fund their
open needs should become more important. In a world of unlimited
resources, we might never have to make these choices. But in the
world of greater and ever shrinking resources, arguably we do.

In fact, communities with lower tax bases will have to raise high-
er taxes to fund the same level of needs as others. So if we were
to close the gaps between the lower-income communities and the
higher-income communities, some recognition of the relevant capac-
ity as well as the relevant needs among these communities, in our
view, is important to put on the table.

Key questions remain: How do we do this? How much targeting
to low-income places do we really want compared to other bal-
ancing considerations? And how should this kind of targeting be
done?

If we are going to include fiscal capacity as a factor, for example,
should we do it solely through the allocation formula, or should we
rethink the whole eligibility criteria which is defined solely by pop-
ulation to move beyond population, in other words, to needs or to
fiscal capacity/income or both is a real question, I think, facing you
and the Congress.

I think the important point here is that we are having this de-
bate now. Recognizing the changes in funding is always controver-
sial, always difficult, always challenging. The more time we have
to make and phase in adjustments before, you know, fiscal issues
really come to be more pressing, why, the better off we will all be.

Thank you.

[The prepared statement of Mr. Posner follows:]
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Mr. Chairman and Members of the Subcommittee:

I am pleased to be here today to discuss policy considerations associated
with fashioning a grant targeting policy and provide our observations on
the Department of Housing and Urban Development’s (HUD) report titled:
“CDBG Formula Targeting to Community Development Need.” In our
recent report on 21st Century Challenges,' we argue for the importance of
a thorough assessment of federal programs and policies across the board
due to long term fiscal challenges the nation currently faces. In that report
we specifically recommend that programs such as the Community
Development Block Grant (CDBG) be judged according to whether they
target assistance to those with the greatest need and the least capacity to
meet them.

The CDBG program is a significant direct federal-to-local grant program.
Its supports a wide array of local community development activities that
are primarily to benefit low- and moderate-income persons. Program
funding is allocated to }ocal communities using two statutory formulas
that take into account various indicators of community development need.
The HUD report observes that this formula provides widely different
payments to recipients with similar needs and that funds going to the
neediest communities have decreased over time on a per capita basis. The
study then presents several alternative measures of community need that
would systematically focus support on those communities with the
greatest need. This subcommittee asked us to evaluate the HUD report.

The HUD study takes on even greater significance in light of the
administration’s proposal to consolidate 18 federal community and
economic development programs, including CDBG, into a single block
grant. The administration proposal would reduce overall funding by 30
percent. Such a cut raises issues regarding the need to more sharply focus
limited funding on those communities in greatest need. In this regard the
administration’s initiative criticizes the CDBG program as being poorly
targeted, indicating that 38 percent of the funds go to eligible communities
and states with poverty rates below the national average. To improve
targeting, the administration proposal cites both need, specifically poverty,
and economic capacity indicators such as unemployment and job loss as
important indicators of the need for development funding,. Criticisms of

'GAO, Zist Century Challenges: Reexamining the Base of the Federal Government,
GAO-05-325SP, February 2005.

Page I GAO-05-622T



150

poor targeting raise fundamental questions about the relationship between
formula design choices and federal policy goals.

Over the years we have evaluated and provided technical assistance ona
number of formula grant programs. Consequently, we have a broad
perspective on formula design issues. Today 1 will draw on our past wotk
on a variety of grant programs to discuss several key issues that can
contribute to good formula design. I will then provide our observations on
HUD’s evaluation of the current formula and the alternative targeting
policies outlined in their report. Finally, I will offer some suggestions the
subcormmittee may wish to consider to better account for differences in
local communities’ economic capacities to meet local needs with local
resources. We did not independently verify the reliability of the data used
in HUD’s report nor did we verify their analysis.

To briefly summarize our observations, I would first note that good
formula design and grant targeting depend on a number of important
policy choices. While the HUD study provides a thoughtful analysis of
grant targeting based on improved measurement of program need,
additional issues merit further consideration, including taking into account
not only the need for community infrastructure improvement but also
communities’ economic capacities to address those needs. In addition, the
subcorunittee should consider revising eligibility criteria to encompass
both needs and economic capacity.

As agreed with the subcommittee, I will not be commenting on issues
related to the state program that provides funding for non-entitlement
communities. I would be happy to discuss these issues during our question
and answer period if time allows.

Grant Formula Design
Embodies Several
Policy Considerations

Over the years we have reported on a wide variety of grant formula issues,
During the 1970s and 1980s, we issued a number of reports on the funding
formulas used to direct Revenue Sharing funds to local communities based
on both their capacity and willingness to utilize local resources to address
local needs. In anticipation of the 2000 census, we examined the potential
effect of the decennial census population undercount on the distribution
of federal grant funds for 25 large formula grant programs, including
Medicaid. Over the years we have also assisted the Congress in revising
the funding formulas under the Ryan White CARE Act, the Older
Americans Act, Substance Abuse and Mental Health Block grants, and
Title I education grants so that program funding would be more responsive
to changes in program needs. This wide range of experience provides us

Page 2 GAO-05-622T
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with an in-depth understanding of the issues associated with the equitable
and efficient targeting of federal grant dollars.

Based on our past experience, I would like to offer a number of
observations on the design of grant funding formulas. First, grant formulas
reflect an intergovernmental partnership that structures how costs are to
be shared among the various levels of government. When federal
resources represent a declining share of the cost of meeting national goals,
a greater effort to target high-need communities is necessary if federal
funding is to make a significant contribution to closing the fiscal gap
between high- and low-need communities.

Second, targeting grant funding involves two key decisions: 1) determining
which communities are eligible for assistance and 2) how to distribute
funding among eligible communities. A clear statement of policy goals and
objectives is essential as a guide for establishing grantee eligibility
standards and identifying a manageable number of statistical indicators
that can reliably direct formula funding to communities with the greatest
need. Because the CDBG program has a wide variety of policy goals — the
elimination of shams, historic preservation, and promoting more rational’
land use, among others - identifying eligibility standards and a
reasonable set of indicators to represent program need is especially
challenging. For example, the CDBG program’s goal of improving the
physical infrastructure of economically distressed communities is
reflected in several of the need indicators used in the program’s formula,
such as poverty and older housing. However, there are no indicators for
historic preservation or rational land use.

In addition to program needs, consideration of fiscal equity or fairness
suggests additional targeting factors beyond need indicators. Here there
are two issues: 1) wide differences in communities’ ability to meet local
needs with local resources and 2) geographic differences in the cost of
financing local development projects. Regarding local resources, high
income communities generally have stronger tax bases from which to fund
program needs without relying on federal assistance compared to lower
income areas. Accordingly, the allocation of scarce resources might reflect
variations in local funding capacity. In addition, the cost issue arises for
areas faced with a high cost-of-living since they would need to pay more
for the workers who actually deliver services at the local level.

Performance indicators are sometimes considered as a targeting factor

though they present challenges as well. Ideally, performance indicators
would reflect only grantee performance and not program outcomes that
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result from factors local officials have little ability to control. For example,
it makes little sense to reward a state that has substantially reduced
welfare dependence because it enjoyed a particularly strong econoruy but
did no better than other grantees in terms of efficiently managing its
welfare programs. Accurate performance indicators are particularly
difficult to develop, especially as they pertain to goals that may take
literally decades to realize. As a consequence, they require an even higher
degree of scrutiny than needs-based indicators before being incorporated
into funding formulas.

For this reason a more coramon approach to promoting accountability is
to require grantees to provide matching funds for projects funded under
the program. Grantees are likely to be more vigilant in screening and
funding individual projects if they must put a significant portion of their
own resources at risk. While often difficult to enforce, at 2 minimum, such
a requirement forces public discussion of how grant funds are to be
employed.

I'wo Formulas Are
Used to Target
Program Funding

Before I turn to discussing the HUD study and its findings, I would first
like to provide a brief description of the eligibility standards and funding
formulas now used to target CDBG funding. To obtain entitlement status, a
city must be the principal city of a metropolitan statistical area, as

- designated by the Office of Management and Budget {OMB), or have a

population of at least 50,000 residents. An urban county must have a
population of at least 200,000 residents. The formulas used to distribute
funding among eligible communities reflect several broad dimensions of
need. Originally, CDBG funding was distributed to entitlement
comgnunities based on a simple three-factor formula that took into
account;

« the number of residents (population),

« the number of residents living in poverty, and

» the number of overcrowded housing units.

Beginning in fiscal year 1978, Congress added a second three-factor
formula that included the following need indicators:

« the number of residents living in poverty,

+ the number of older housing units, and
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» slow population growth or decline.

Under this dual formula approach, grantees receive the larger amount
allocated by either the first formula, commonly referred to as formula A,
or the second formula, commonly referred to as formula B. The use of two
formulas, each with three factors, results in allotments exceeding the
funds available for distribution. To avoid this outcome, all grantee
allotments are proportionally reduced to conform to the amount available
for distribution by formula.

ini Since the advent of the entitlement portion of the program, the number of
DeCthng BUdget participating communities has nearly doubled, increasing from 606 in
Resources fiscal year 1975 to more than 1,100 in fiscal year 2004. This trend can be

expected to continue both because population will continue to grow and
Underscore the Need because new standards for designating metropolitan areas, as promulgated

for More Efficient by OMB and utilized by the program, are also likely to increase the number
»Ta.rgeting of Available  ©f eligible communities. .
Fundjng Since 1978 program funding has declined to roughly half its peak of

$10.2 billion when measured in purchasing power of today’s dollars. When
population growth is factored in, the decline in real per capita spending
has declined by two-thirds, as illustrated in the accompanying figure.
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Figure 1: Trends in CDBG Funding Per Capita 1975-2005

Doliars per caplta
50

1975 1980 1985 1930 1995 2060 2005
Fiscal year

Current doliars per capita

e Constant 200 doliars per capita
Source: GAQ analysis of Census, HUD, and OMB data.

The policy implication of these trends is that with more limited resources,
narrowing the gap between high- and low-need communities can only be
realized by concentrating this more limited funding on high-need
communities. This requires a new lock at the program’s eligibility
standards and funding formulas.

Given the Program’s
Broadly Defined
Purposes, HUD'’s
Evaluation Criteria
for Grant Targeting
Appear Reasonable

The HUD study relies on two generally accepted equity or fairness
principles to evaluate the targeting of CDBG funding: 1) equals should be
treated equally and 2) those with greater needs should receive more than
those with lesser needs. The first principle is based on the idea that
communities with similar needs should receive roughly similar per capita
funding amounts, The second standard is based on the idea that to reduce
the gap between high- and low-need communities, additional funding must
be targeted to communities with greater needs. This criterion is especially
pertinent because, as the HUD report observes, Congress designed a
formula intended to allocate CDBG funds according to variations in
community needs. However, determining the extent to which program
funding is disproportionately allocated to communities with the highest
needs involves value judgments that are the responsibility of policymakers
rather than technicians and administrators. The HUD study measures the
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155

extent to which funding is targeted to high-need communities and leaves it
to policymakers to decide the appropriate degree of needs-based targeting.

Before I address the conclusions reached in the HUD study, 1 first want to
spend a couple of moments discussing the factors underlying the study’s
need criterion, since all conclusions rest upon its validity. One of the
criticisms directed at the CDBG program in the administration’s fiscal year
2006 budget proposal is that there is a “lack of clarity in the program’s
purpose,” a statement which is supported by the long list of specific
program objectives cited in HUD’s report. Given the broad and diffuse
goals established for the program, it is difficult to identify a few clear and
succinct indicators of program need appropriate for this program. Though
HUD's need criterion is not immune from criticism, it is, in our view,
reasonable given the program’s diverse objectives. HUD’s criterion is
strongly related to poverty and older housing occupied by low-income
households and a number of other variables related to local poverty'
conditions such as education, crime, and racial segregation. These
variables represent 80 percent of HUD's overall index of need. This, I feel,
represents a reasonable approach for distinguishing between high- and
low-need communities.

Other indicators included in HUD's need criterion may be more
questionable. For example, overcrowded housing, one of the elements in
the current formula, may be more indicative of a strong local economy
that reflects strong demand pressures in the local housing market rather
than economic decline. In addition, low population densities and strong
population growth, both reflected in HUD's need criterion, may be more
indicative of strong rather than weak economic conditions. However, to
the extent that these indicators may be problematic, they represent a
comparatively small part of the overall need criterion. Consequently, even
if these factors were eliminated from the need index it is unlikely that they
would affect their main conclusions to any significant degree.

Page 7 GAQ-05-622T
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Many Features of
CDBG Funding
Formulas Limit Their
Ability to Consistently
Target High-Need
Communities

The HUD study reaches a number of valid conclusions regarding the
targeting performance of the program’s funding formulas. 1 will just
mention their conclusions to echo the more detailed analysis presented in
the HUD report:

» The primary reasons entitlement communities with similar community
development needs receive wide differences in funding are 1) using
two formulas rather than a single formula and 2) the factor that reflects
older housing in formula B results in especially large disparities in
funding among communities with similar needs because units occupied
by higher income residents typically are not in need of rehabilitation at
public expense.

» Formula A is most responsible for reducing the extent to which funding
is targeted to high-need communities, because its reliance on general
population precludes greater targeting based on community
development needs.

» Changing the poverty measure to one based on the poverty status of
households rather than individuals would avoid awarding large grants
to low-need college towns.?

While HUD Formula
Options Improve
Needs Targeting,
Additional Options
Should Also Be
Explored before
Deciding on a
Particular Reform
Strategy

In our view, the HUD study has clearly identified the major elements that
limit the current formula’s ability to efficiently and effectively target
funding to high-need communities, and it puts forward a number of
formula alternatives that would strengthen the program in this regard.
Proposals range from a comparatively modest reform to options that result
in a more substantial redistribution of program funding.

The study describes two formula alternatives to improve grant targeting
among entitlement communities that incorporate new need indicators. The
first option, formula aliernative one, introduces revised indicators of
poverty, older housing units and slow population growth and decline, and
places greater emphasis on the poverty indicators. It provides modest
improvements by narrowing wide differences in funding received by
communities with similar needs and it directs a larger portion of funding
to high-need communities. The second option, alternative two, takes a

* Data on persons in poverty are from the Bureau of the Census which includes off-campus
college students, who often receive support from their families that is not recorded by
Census.
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somewhat more aggressive approach by eliminating the use of two
formulas and replacing them with a single formula that includes a range of
indicators related to need. It provides a substantial improvement in the
program’s ability to provide comparable funding for communities with
comparable needs.

However, it is important to point out that neither the poverty indicator
used in the current formula nor the alternative HUD proposes takes into
account geographic differences in the cost-of-living. As a consequence,
both the current formula and the two alternatives probably overstate
needs in communities with relatively low cost-of-living and understate
them in communities with a higher cost-of-living. ’

I would characterize the first two alternatives as making technical
improvements, in that they utilize better indicators of need and eliminate
the primary causes of wide differences in funding for communities with
similar needs. In contrast, a third option, formula alternative three,
introduces two additional factors—community per capita income and the
per capita income of the wider metropolitan area in which the grantee is
located. Community per capita income (PCI) is used to increase funding -
for Jow-income communities and reduce funding for higher income
communities. The metropolitan PCI factor partly offsets the effect of
community PCI by increasing funding for communities in high-income
metropolitan areas. The net effect of both factors is that the two factors, to
some extent, work at cross purposes. For example, if two communities
located in different metropolitan areas had the same PCI, the community
located in the metropolitan area with a lower area-wide income would
receive less aid than the community located in the high-income
metropolitan area.

The HUD report suggests using the two per capita income factors because
they provide a means of directing more funding to high-need communities.
However, they really are much more than a technical means of producing
more targeting to high-need communities. And for that reason, I would like
to talk about their introduction into the formula in a little more detail.

While these two factors do direct more funding to high-need communities,
they also widen rather than narrow differences in funding among
conmumunities with similar needs, in effect, increasing the error rate if
measured simply in terms of targeting need. The HUD report does not
provide any discussion that would justify allowing funding differences to
widen under this option. The policy question this raises is: Can these
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differences be justified by differences in funding capacity or cost
differences?

Clearly, the introduction of per capita income can be justified on the
grounds that it provides a means of taking into account the underlying
economic strength of communities and their ability to fund local needs

_ from local resources. I would also observe that doing so is consistent with

the administration’s Strengthening America's Community Initiative, which
emphasizes indicators of economic conditions such as job loss and
unemployment. However, introducing economic capacity also raises the
question of to what extent should low income places be targeted? For
example, should a community with half the average income be given a
grant that is twice the average, or possibly even more? The HUD study
provides one answer to this question. The subcommittee may wish to
consider possibilities with either a greater or lesser effect.

The inclusion of the metropolitan PCl introduces more controversial
issues as well. This factor, rather than targeting more funding to low-
income areas, does the opposite. It actually targets more funding to
communities in higher income metropolitan areas. However, the rationale
for doing so is not discussed in HUD's report. One possible reason for
introducing metropolitan PCl as a factor is that it would take account of
geographic differences in the cost-of-living. However, consensus within
the research community has not yet been achieved regarding the
magnitude of these cost differences. Technical experts are therefore
unable to provide guidance regarding how these cost differences may be
offset in a funding formula. As a consequence, there is no objective basis
to determine if HUD'’s use of metropolitan per capita income is
appropriate.

Concluding
Observations

In conclusion, the prospect of increasing budgetary stringency at the
federal level appropriately prompts a reexamination of programs that
respond to challenges faced by communities throughout the nation. The
administration’s proposal to restructure assistance for community
development opens up important issues regarding how to focus such aid
on the nation's more hard pressed areas.

For the rost part, the HUD study does a very effective job of identifying
the critical decisions regarding grant targeting for congressional
consideration. However, additional formula options are not explored as
part of the process of reaching a decision on how best to target CDBG
funding. If program funding continues to decline in inflation-adjusted
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dollars, it may be appropriate to go beyond simply a needs-based targeting
policy and consider alternatives to also take into account the underlying
strength of local economies to meet those needs.

Finally, while the formula is a central instrument in targeting program
funding, the criteria used to establish entitlement status could also play an
important role in directing a larger share of program funding to
communities with the greatest need. Rather than the current program’s
reliance on population size as the primary criterion, the subcommittee
may also wish to consider either including a needs-based element in
eligibility standards or establishing a minimum threshold allotment in
order to qualify for entitlement status. Finally, the subcommittee may wish
to reconsider the grandfathering provisions that allow communities that
no longer meet eligibility standards to continue participating in the
entitlement program. .

In closing, I would like to emphasize that the targeting issues raised by the
HUD report are important no matter what level of financial support
Congress provides for community development activities. The prospect of
reduced support for such efforts, as proposed by the administration,
would make consideration of these targeting issues particularly salient. I
would also note that GAO’s report on 21st Century Challenges calls for a
reexamination of federal policies and programs to respond to a growing
fiscal imbalance. Central to such a reexamination is assessing how to
better target federal assistance to those with the greatest need and the
least capacity to meet those needs.

Mr. Chairman, this concludes my statement. [ would be happy to answer
any questions you or other members of the subcommittee may have. For
future comments or questions regarding this testimony, please contact
Paul L. Posner, Managing Director for Federal Budget Analysis and
Intergovernmental Relations, at (202) 512-9573. Individuals making key
contributions to this testimony included Jerry C. Fastrup, Michael
Springer, Robert Dinkelmeyer, and Michelle Sager.
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Mr. TURNER. Mr. Ramirez.

STATEMENT OF SAUL N. RAMIREZ, JR.

Mr. RAMIREZ. Thank you, Mr. Chairman. Thank you for having
us here to testify on such an important issue. I am Saul Ramirez,
executive director for the National Association of Housing and Re-
development Officials or NAHRO. We were established in 1933,
and we have more than 21,000 agency and associate members that
are involved in housing, community development, redevelopment,
not-for-profits and for-profits.

I also want to recognize and appreciate the privilege and oppor-
tunity to speak on behalf of the following national organizations.
The National League of Cities, the National Association of Coun-
ties, the National Conference of Black Mayors, the Council of State
Community Development Agencies, the National Association of
County, Community and Economic Development, the National As-
sociation of Local Housing Finance Agencies and the National Com-
munity Development Association.

Mr. Chairman, in particular, we want to thank you for your ad-
vocacy on behalf of important Federal community and economic de-
velopment policies and programs. We especially appreciate the
leadership you have shown in asking tough but necessary questions
of the administration regarding the President’s proposal to elimi-
nate the community development block grant program. There are
better ways to examine important longstanding Federal programs
than to call for their total elimination and replacement with new
untested initiatives.

CDBG is effective and successful, but there is always room for
improvement. For example, NAHRO, along with others, have joined
us in testifying today as well as the National Council of State
Housing Agencies worked with HUD and OMB to design a new
outcome-based performance measure system to evaluate HUD’s for-
mula grant programs, including CDBG. We would hope that this
committee would encourage the Department to begin implementing
this system as soon as possible.

Like you, Mr. Chairman, I am a former mayor, in my case, La-
redo, TX. And like you, I believe CDBG is one of the most powerful
and versatile fuels for the engines that motor economic growth as
well as a catalyst for affordable housing, community development
and infrastructure improvements.

An Assistant Secretary for Community Planning and Develop-
ment, and also Deputy Secretary of the Department of Housing and
Urban Development, the Department worked with communities
and interest groups to improve the timeliness of the expenditures
of the CDBG funds. Over the past several years and under two ad-
ministrations, untimely grantees have been reduced from over 300
to less than 50.

And I bring this up to make an important point. When stake-
holders agree, CDBG can be improved. Interest groups and grant-
ees are more than willing to come to the table with Congress and
the Department to work toward responsible change.

Mr. Chairman, we also believe that introducing major changes to
the community development block allocation and its formula, no
matter how well intended, will divide America’s communities. Is
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the CDBG formula in need of an extreme makeover? Well, if by ex-
treme makeover, you mean an immediate and radical redistribu-
tion of funds, NAHRO and our partners would say no.

We do support, though, the notion of a fair and equitable dis-
tribution of CDBG dollars, but urge you to proceed with caution.
If Congress feels change is truly necessary, then we would think
likely that change could happen in a way that mitigates uncer-
tainty and avoids sudden and substantial losses in funding.

Let’s note also that CDBG is not strictly an antipoverty program.
The statute requires that at least 70 percent of all CDBG funds ex-
pended go toward activities to benefit low and moderate-income
persons. However, communities are, in fact, targeting much more
aggressively than the statute requires.

In 2004, approximately 95 percent of funds expended by entitle-
ment communities and 96 percent of State CDBG funds expended
were for activities that principally benefited low and moderate-in-
come persons, as you highlighted earlier, Mr. Chairman.

In previous studies, HUD also is mentioned, “the ability to target
funds to needy communities.” HUD states in their report, “HUD
determined that the data continued to target the funds to the need-
iest communities and recommended continuing the dual formula as
specified in the statute.”

HUD’s current formula study is an interesting jumping-off point,
as has been brought out by others, for what should be a thoughtful,
deliberative conversation on targeting. Even the new study de-
clares, as you have highlighted, Mr. Chairman, that current enti-
tlement communities that are targeted, an average of 10 percent of
communities with the most need get 4 times larger per capita
grants than the 10 percent communities with the least need.

Abandoning a system that continues to target the need is not a
decision that should be made slightly, especially when the decision
will result in, and I will quote the report again, in significant redis-
tribution of funds.

Dramatically changing the formula structure in a swift manner
would create uncertainty and inhibit CDBG’s current ability to le-
verage billions of dollars of both private and public investment in
some of our poorest neighborhoods.

For example, the New England region would be hit under all four
alternatives dramatically. The whole New England region would
lose substantially. In talking to local officials for a large New Eng-
land community, we asked what this impact would be, and the an-
swer was quite grim. Scheduled physical improvements as well as
going forward with repair and rebuilding streets, sidewalks, parks
and playgrounds, as well as the acquisition of blighted properties
would be greatly diminished, and under each of these four alter-
natives, neighborhood facility projects would not go forward.

These facilities are the types that help communities meet the
needs of those low and moderate-income individuals and families.

Mr. Chairman, if and when we proceed to change the current for-
mula, hard choices would have to be made in communities through-
out the Nation. In fact, in the Districts of both you and the vice
chair and the ranking member of the subcommittee, significant
changes would occur. For example, Dayton would lose a substantial
amount of money under this proposal, as well as the State of Ohio.
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The program that distributes money to smaller non-entitlement
communities, again, would be severely impacted.

There are other areas that would be severely impacted as well.
For example, St. Louis would lose anywhere from 15 to 50 percent,
and the city of Bethlehem loses, under all four alternatives, rang-
ing from 13 to 34 percent. Adopting and immediately implementing
any of the four alternatives outlined in the study will produce mas-
sive funding shifts.

Simply by signaling an intention to move quickly on one of these
alternatives, Congress could introduce tremendous uncertainty into
the required consolidated planning process as well as those that
communities employ for strategic planning throughout our Nation.
As I mentioned earlier in my statement, we urge Congress to pro-
ceed with caution on this matter. And if you choose to move for-
ward at all, we would be prepared to work with you in whatever
was necessary to carry that out.

The pursuit of a more equitable system must be balanced by a
desire to avoid the kinds of sudden and dramatic shifts that create
uncertainty and undermine a community’s ability to, again, strate-
gically plan improvements for the long-term to improve the quality
of life of their citizens.

If a subcommittee decides to forward a recommendation on to the
Financial Services Committee and the subcommittee of jurisdiction,
then we must underscore the fact that any subsequent review un-
dertaken by that committee must involve a fully deliberative proc-
ess that includes participation from local and State governments,
public interest groups and community development professionals.

In short, Mr. Chairman, in this respect, I urge you and others
interested and affected parties to not let over 30 years of accumu-
lated experience in this field to go by the way side in a discussion
as critical and as important as this one is.

In conclusion, under the current formula structure, the CDBG
program continues to make real and positive differences in commu-
nities throughout America. For example, in 2004, it created or re-
tained more than 90,000 jobs around our Nation. It created over
130,000 rental units and single family homes that were rehabbed;
85,000 individuals received employment training. Over 1.5 million
youth were served by after-school enrichment programs and other
activities like child care services, which are provided to over
100,000 of these kids in over 205 communities across the country.
Nearly 700 crime prevention and awareness programs were funded
with these very flexible and available dollars.

Half the persons directly benefiting from community develop-
ment assistance were minorities that included African-Americans,
Hispanics, Asians and American Indians. More than 11,000 Ameri-
cans were able to reach homeownership through the program, and
these are just some of the fruits of the success that this current for-
mula structure has provided our great Nation.

Programs should evolve over time as this one has. Those who
oversee them should also buildupon past successes and pay close
attention to what is already working well.

We thank you for the opportunity to testify before you here
today, and NAHRO, as well as the other interest groups that have
participated in this testimony, stand ready to be of further assist-
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ance to the subcommittee to be able to answer any questions you
may have in addressing this critical issue.

Thank you very much, Mr. Chairman.

[The prepared statement of Mr. Ramirez follows:]
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Good morning, Mr. Chairman. I am Saul N. Ramirez, Jr. and 1 am the Executive Director of the
National Association of Housing and Redevelopment Officials NAHRO). NAHRQ’s members
administer HUD programs such as Public Housing, Section 8, CDBG, and the HOME Program.
NAHRO’s membership includes over 18,000 individual members and associates, and nearly
3,300 agency members, including housing authorities, community development departments, and
redevelopment agencies. For over 70 years, NAHRO has been a leading housing and community
development advocate for the provision of adequate and affordable housing and strong, viable

communities for all Americans—oparticularly those with low- and moderate-incomes.

Thank you for inviting NAHRO to testify on the Community Development Block Grant
Formula. 1 am honored today to represent not only NAHRO, but also the other national
organizations you see listed on the cover of our written testimony. On behalf of NAHRO’s
members and the members of these other organizations, let me first thank you, Mr. Chairman,
and your staff for your advocacy on behalf of important federal policies, such as brownfields
redevelopment and community and economic development, which impact America’s cities.
NAHRO especially appreciates the leadership you've shown in asking tough but necessary
questions of the Administration regarding the President’s proposal to eliminate the Community

Development Block Grant program.

T want to recognize those organizations with whom we have worked closely in our ongoing effort
to protect the CDBG program. The National Community Development Association (NCDA),
the Council of State Community Development Agencies (COSCDA), the National Association
for County Community and Economic Development (NACCED), LISC, and the Enterprise
Foundation have all done great work on this issue. We are also grateful for the leadership of the
National League of Cities, the U.S. Conference of Mayors, the National Association of Counties,
and the National Conference of Black Mayors. As disturbing as the President’s proposal was,
the collaboration and camaraderie we’ve experienced with these other organizations (and with
many members of Congress from both sides of the aisle) has served as a refreshing reminder of
the good that comes from standing together for a worthy cause. And preserving CDBG is

certainly a worthy cause.
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It has also served as a reminder that there are better ways to examine important, long-standing
federal programs than to call for their total elimination and replacement with new and untested
initiatives. CDBG is an effective and successful program, but there is always room for
improvement. That’s why NAHRO, COSCDA, NCDA, NACCED, and the National Council of
State Housing Agencies worked with HUD and OMB to design a new outcome-based
performance measurement system to evaluate HUD’s formula grant programs, including CDBG.
Once implemented, this new system will generate the empirical, results-focused evidence we
believe will demonstrate what we’ve always known to be true: CDBG works. [ know you will
be focusing on this topic in an upcoming hearing. I hope you will use that hearing as an
opportunity to encourage the Department to begin implementation of this system as soon as

possible.

Let me take a moment to share my personal perspective on CDBG. I served as the Mayor of
Laredo, Texas, from 1990-1997. During my tenure as Mayor, I came to appreciate CDBG’s role
as one of the most powerful engines for economic growth as well as a catalyst for affordable
housing, community development, and infrastructure improvements. I have also observed the
program’s successes from the federal vantage point, having served as the Assistant Secretary for
Community Planning and Development and, later, as the Deputy Secretary of the Department of
Housing and Urban Development. On my watch, the Department worked with communities and
interest groups to improve the timely expenditure of CDBG funds. (An untimely grantee is one
with more than 1.5 times its current grant in its line of credit.) Since that effort began, the
number of untimely grantees has been reduced from over 300 to less than 50. That undertaking
illustrated an important point: when stakeholders agree CDBG can be improved, interest groups
and grantees are more than willing to come to the table with Congress and the Department to

work toward responsible change.

As 1 mentioned, making the case for protecting CDBG has brought cities, counties, and states
together. Introducing major changes to the CDBG allocation formula, no matter how well-
intentioned, is an action guaranteed to divide America’s communities. Is the CDBG formula in
need of an “extreme makeover?” If by extreme makeover you mean an immediate and radical
redistribution of funds, NAHRO and our partners would say no. We of course support the notion

of a fair and equitable distribution of CDBG dollars, but I would urge you to proceed with
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caution in examining the issue of targeting CDBG funds in new and different ways. If Congress
feels change is truly necessary, then we would hope that change could happen in a way that

mitigates uncertainty and avoids sudden and substantial losses in funding.

If Congress is to decide whether change is needed, it seems reasonable that it would first judge
how well the CDBG program, as currently structured, is performing. CDBG was not designed to
be strictly an anti-poverty program. Indeed, the statute requires that at least 70% of all CDBG
funds expended go toward activities benefiting low- and moderate-income persons. The reality
is that communities are targeting funds much more aggressively than the statute requires.
According to HUD’s most recent accomplishment data, “Approximately 95 percent of funds
expended by entitlement grantees and 96 percent of State CDBG funds expended were for
activities that principally benefited low- and moderate-income persons.” That is not a statistic

one would associate with a program that is not sufficiently targeted to need.

There is another important point about CDBG’s structure that needs to be made. For the
purposes of the CDBG program, the threshold for low- and moderate-income is defined as 80%
of area median income. A person considered low- or moderate-income in a so-called affluent
community might not be qualify as low- or moderate-income in another community or state. We
should not discriminate against low- and moderate-income persons simply because the place
where they are struggling to make ends meet happens to be slightly more affluent, on average,

than some other communities.

In previous studies on how the introduction of 1980 and 1990 decennial census data affected
CDBG’s ability to target funds to needy communities, “HUD determined that the data continued
to target the funds to the neediest communities and recommended continuing the dual formula as
specified in the statute.” Similarly, in a 2002 report to the Committees on Appropriations, HUD
concluded that “a little more than a quarter of all CDBG entitlement communities, i.e., those
with the greatest needs as measured by the formula factors, receive nearly 75 percent of the
CDBG funds available.™ A May 1995 study by the Urban Institute, contracted by HUD's
Office of Policy Development and Research, noted that most “grantees and the program, as a
whole, have consistently exceeded the statutory 70 percent overall benefit requirement by a

ity

substantial margin.
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In its recent report” on CDBG and performance measures, the National Academy of Public
Administration considered OMB’s PART review. On the subject of targeting, NAPA’s report
took issue with OMB’s criticism of the supposed “weak targeting of funds by CDBG formula
and by grantees to areas of greatest need.” NAPA’s report reminded readers that “there is no
targeting requirement in the legislation. Making CDBG more categorical by concentrating and

focusing investments to places seems to contradict the statute’s intent.”

We should strive for a CDBG formula that fairly distributes funding in a way that is sensitive to
the actual needs of states and communities. HUD’s formula study is an interesting jumping-off
point for a conversation on targeting, and I'd like to share some of my thoughts on the report’s

conclusions, its methodology, and its implications for federal community development policy.

Even this newest study of the CDBG formula declares that “the current entitlement formula does
continue to target to need. On average, the 10 percent of communities with the most need get
four times larger per capita grants than the 10 percent of communities with the least need.”™
Choosing to abandon a system that continues “to target to need” is not a decision that should be
made lightly, especially when, as the study points out, that decision will “result in a significant

redistribution of funds.”

Our coalition partners have voiced concemns about moving too quickly to change the CDBG
formula. For example, the 18,000 cities of the National League of Cities believe that CDBG is
the most effective form of federal assistance currently available to local governments because it
provides funding directly to over 1000 cities nationwide and allows local autonomy and
flexibility. NLC believes as we do that CDBG is the most successful federal block grant and the
model against which all future federal programs must be measured. Dramatically changing the
formula structure in a swift manner would create uncertainty and inhibit CDBG's current ability

to leverage billions of dollars of private investment in some of our poorest neighborhoods.

One of the regions that would be hit especially hard under all four alternatives presented in
HUD’s formula study is New England. NAHRO got in touch with the city manager and

community development staff from a large New England city, We asked them to consider the

5
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impact each of these four formula alternatives would have on their local CDBG program. What

they told us was striking:

Under Alternative 1, the least redistributive of the four alternatives, 4 out of every 10 scheduled
and planned physical improvement projects would not go forward in this community. These are
projects that involve repairing and rebuilding streets, sidewalks, parks, and playgrounds. Under

the other three alternatives, 6 out of every 10 planned projects would not go through.

Under Alternative 1, 1 out of every 4 neighborhood facilities projects would not go forward.
Under the other three alternatives, none of these projects, which fund critical improvements to
facilities such as the YWCA and the Boys & Girls Club, would go forward. These facilities help

communities meet the needs of low- and moderate-income individuals and families.

Under all four alternatives, up to half of the city’s community policing centers would be closed,
and up to 550 children would no longer b served by activities and programs at these centers. In

addition, under Alternative 1, the city would have to decide to eliminate one of the following:

1) Funding to 8 childcare centers serving 500 families totaling 17,000 hours of child care
services.

2) Funding for adolescent and family support services, i.e. homeless teenagers and case
management for persons with HIV/AIDS. This equals services to 1,500 adolescents and
5,700 hours of care for persons with HIV/AIDS.

3) Services to homeless persons and senior citizens, including homeless meals programs,
homeless healthcare and elderly transportation to medical appointments. This equals
195,000 meals served annually to homeless persons and 19,000 passenger miles traveled

to medical appointments.

Under Alternatives 2, 3, or 4, this city would most likely have to eliminate two of those three.

Mr. Chairman, these kinds of hard choices would have to be made in communities throughout
the nation. I note that Dayton (OH) would experience a substantial loss of CDBG dollars under

each alternative. Under Alternative 2, for example, Dayton would experience a decline of 39%.

6
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Kettering (OH) would also lose funding under all four alternatives, with losses ranging from
49% (Alt. 2) to 63% (Alt. 1). Furthermore, the Ohio state program, the program that distributes
money to smaller, non-entitlement communities, would lose funding under all four alternatives.
The total amount of CDBG dollars going to Ohio (all entitlement programs plus the state
program) would decline under each of the four alternatives in the study, with losses ranging from

9% (Alt. 1) to 21% (Alt. 2).

Mr. Chairman, I would ask whether these kinds of losses “better reflect today’s urban
environment” as you wrote in your letter inviting me to testify. I wonder whether the needs of
low- and moderate-income families and individuals in Dayton have been sufficiently addressed

to the point that the City is prepared to absorb a 39% reduction in CDBG funding.

Ranking Member Clay, the City of St. Louis would also experience a substantial erosion of its
CDBG allocation under each alternative, with losses ranging from 15% (Alt. 1) up to 50% (Alt.
2).

Vice Chairman Dent, the City of Bethlehem would also lose funding under all four alternatives,
with losses ranging from 13% (Alt. 1) to 34% (Alt. 2). Easton would lose a substantial amount
of funding under each alternative, with losses ranging from 24% (Alt. 1) to 50% (Alt 2). The
total amount of CDBG funding going to the State of Pennsylvania (entitlements plus state
program) would decline somewhere between 12% (Alt. 1) and 30% (Al. 2)

Congressman Kanjorski, Scranton, PA would lose somewhere from 29% (Alt. 1) to 61% (Alt. 2)
of its CDBG funding under these alternatives. Wilkes-Barre, PA would lose from 25% (Alt. 1)
to 57% (Alt. 2) of its allocation.

These losses are illustrative of the kinds of sudden, dramatic funding declines that would occur
in communities across the country. Adopting and immediately implementing any of the four
alternatives outlined in the study will produce massive funding shifts. These kinds of shifts are
tantamount to a major change in federal community development policy and must not be taken

lightly. Simply by signaling an intention to move quickly on one of these alternatives, Congress
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could introduce tremendous uncertainty into the required Consolidated Planning process for

communities across the nation.

Let me briefly highlight a few other points of interest within HUD’s study. First of all, accepting
the study’s conclusions is dependent upon accepting the community development needs index as
an accurate measure of need. The reader must also accept that per capita grant amounts are the
best measure of whether communities with similar levels of need (as defined by the index) are
receiving equitable levels of funding. These are the instruments the author chose to make
comparisons across communities. While I would not argue that there is anything particularly
objectionable about this methodology, I would point out that it is probably not the only approach

one could take to examine the issue of whether funds are appropriately distributed.

Consider cost of living, which we all know varies from one community to the next. It makes
sense that certain activities and services, including the provision of affordable housing, that
benefit low- and moderate-income persons simply cost more to provide in high-cost areas.
Alternative 3 reduces grants for communities that have higher per-capita incomes than other
communities within the same metropolitan area, while increasing grants for those neighboring
communities with lower per-capita incomes. This may make some intuitive sense at the macro-
level, but per capita income does not always teil us the whole story about the unique challenges a

community might face.

Many higher per-capita income communities may have pockets of need, and the costs associated
with meeting these needs through activities benefiting low- and moderate-incomer persons could
be quite high. It is assumed that many of these higher per-capita income communities have
sufficient tax bases to find, if they so choose, additional funds to cover the loss of CDBG funds.
However, many communities face state-imposed prohibitions against raising property taxes or
levying local income taxes. Furthermore, many communities are already overly reliant on their
residential tax base and face a shortage of taxable commercial property. And let us not forget
that many communities with higher per-capita incomes already spend a significant amount of

their own revenues on community and economic development.
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In 1995, the CDBG needs indicator featured a housing-related factor that included renter-cost
burden. The new study excluded renter-cost burden, even though the author points out that it has
generally been “a good indicator of high housing costs.” The author excluded this factor because,
in his words, “it has the side effect of especially targeting college towns” which “often have high
housing costs because they are desirable places to live.” The author also points out that many
college students are considered to be living in poverty, even though their parents support them

financially. This has the effect of increasing the formula allocation to many college towns.

To correct for this “college town phenomenon,” HUD proposes using the number of persons in
poverty living in a family or elderly household instead of the broader measure of the total
number of persons in poverty. My staff recently spoke with Dr. Steve Barton, the Director of
Housing for Berkeley, California, which is of course a well-known college town. Dr. Barton told
us that the effort to lower the influence of the apparent poverty of college and university students
on CDBG allocations is certainly reasonable. However, Dr. Barton also points out that the
measure HUD selected discounts single non-elderly non-student persons living in poverty,
especially homeless persons and persons living with disabilities. Dr. Barton wondered whether
HUD might instead have considered taking a look not just at family and elderly household
poverty, but also at single persons over the age of 25 who live alone in poverty. Aren’t these
individuals also struggling to stay in high-cost communities that are “desirable places to live?”
We all know that in many areas of the country, including many communities with distressed

neighborhoods, median home prices and rents are extremely high.

Two weeks ago, a well-known governor presented CDBG funds to a community in his state. He
said he supported the affordable housing project CDBG would fund because it would mean
“people don't feel compelled to move out of communities because they cannot afford to live
there. To me that is the single biggest challenge we face as a state.”” There probably aren’t many

governors who couldn’t point out communities in their own states that face a similar challenge.

The current formula structure allows the program to address a wide variety of community
development needs, including needs associated with decaying, deteriorating areas. Let me make
another point about the report’s methodology: Recall that the current dual formula structure was

created to differentiate between communities who faced challenges associated with poverty

9
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(Formula A) and communities facing challenges associated with age and decline (Formula B).
In developing the community development needs index for this most recent study of the formula,
the author discovered that his factor analysis produced, for the first time, a single factor
capturing both poverty and age and decline. This is an important difference from previous

studies in which poverty and age and decline were captured under different factors.

In another departure from previous studies, the author was not able to incorporate changes in
retail sales over S years, in manufacturing employment over 10 years, and in service employment
over 10 years in the needs index. This is because this data is no longer available in the same
format from the U.S. Census Bureau’s Economic Census. In a recent briefing for interest
groups, we asked HUD whether the inclusion of this data might have led to different results in
the factor analysis. HUD could not guarantee that poverty and age and decline would have
collapsed into a single factor had the Department been able to include this data from the

Economic Census.

NAHRO understands that Congress is responsible to the American people for ensuring that
federal programs, including CDBG, are producing results and performing as intended. Changing
the CDBG formula will have serious consequences — economic, political, and otherwise. The
pursuit of a more equitable system must be balanced by a desire to avoid the kinds of sudden and
dramatic shifts that create uncertainty and undermine communities’ abilities to improve the
quality of life for their citizens, If Congress decides to pursue change, NAHRO believes that
process should be initiated within the appropriate committee of jurisdiction. Furthermore, any
consideration of change must involve a fully deliberative process that includes participation from

local and state governments, public interest groups, and community development professionals.

In conclusion, under the current formula structure, the CDBG program continues to make a real
and positive difference in communities across America. CDBG funding led to the creation or
retention of more than 90,000 jobs in the last year alone. Thanks to CDBG, in 2004 over 130,000
rental units and single-family homes were rehabbed, 85,000 individuals received employment
training, 1.5 million youth were served by after-school entichment programs and other activities,
and child care services were provided to 100,065 children in 205 communities across the

country. CDBG also funded nearly 700 crime prevention and awareness programs.

10
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In 2004, as I mentioned before, 95 percent of funds expended by entitlement grantees and 96
percent of state CDBG funds expended were for activities that principaily benefited low- and
moderate-income persons. Overall, a full half of persons directly benefiting from CDBG-assisted
activities were minorities, including African Americans, Hispanics, Asians, or American Indians.
Additionally, more than 11,000 Americans became homeowners last year thanks to CDBG

funding.

These are some of the fruits of the current formula structure. These are the results of a program

of which HUD Deputy Secretary Roy Bernardi last year said,

“We must continue to support and build upon programs that work, those that have a
proven record of flexibility and the ability to fit in with locally determined needs. CDBG
is such a program and ranks among our nation’s oldest and most successful programs. It

continues to set the standard for all other block grant programs.”

Programs should evolve over time, but those who oversee them should also build upon past
successes and pay close attention to what is already working well. Once again, I would like to
thank you for the opportunity to testify before you today. If NAHRO and the other interest
groups can be of further assistance to the subcommittee in the future, please do not hesitate to

call upon us. I'look forward to answering any questions you might have.

'U.S. Department of Housing and Urban Development, “Report to the Committees on Appropriations on the
Targeting of Community Development Block Grant (CDBG) Funds to Assist Low- and Moderate-Income Persons,”
Feb 2002

* Ibid.

 Ibid.

" National Academy of Public Administration, “Developing Performance M es for the Col ity
Development Block Grant,” Feb 2005

“Todd Richardson, “CDBG Formula Targeting to Community Development Need,” Feb 2005
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Mr. TURNER. Thank you, gentlemen.

Mr. Ramirez.

Mr. RAMIREZ. Yes.

Mr. TURNER. As you know and as you noted in your comments,
this committee of Government Reform has oversight over both
Commerce and HUD. This specific subcommittee has oversight over
HUD. As you are aware, we began the process of looking at the ad-
ministration’s Strengthening America’s Communities Initiative and
are continuing our review of HUD- generated proposals for looking
at the allocation formula.

Your statement of wanting to participate in that discussion is ex-
actly, of course, why you are here and why you were invited.

I have to tell you that I am a little disappointed in your presen-
tation in that I would pretty much summarize it to say that we
should use caution, look to the overall impact, that this is a valu-
able program, that any changes would result in uncertainty, and
that if we are going to have a discussion about it, you would like
to be involved.

We are having a discussion about it now. You are involved. We
had Mr. Bernardi here and had what I thought was a fairly, highly
substantive discussion of HUD-generated four recommendations of
merit for which this formula could be adjusted.

I would appreciate if you had a policy and substantive response
and analysis to those—which I believe had been made available to
you prior to the hearing

Mr. RAMIREZ. Yes.

Mr. TURNER [continuing]. As to the elements of those rec-
ommendations and your evaluation of them.

You made a statement in your testimony, which is not nec-
essarily accurate from HUD’s perspective, in that you said that to
abandon focusing on the issue of need would be wrong, basically,
I am paraphrasing.

The whole purpose of this hearing is to look at HUD under these
four different recommendations, definition of need, which then
drive the elements that are represented in the four different rec-
ommendations.

Could you please speak a moment about HUD’s document——

Mr. RAMIREZ. Yes.

Mr. TURNER [continuing]. And their factors that they utilize

Mr. RAMIREZ. Yes.

Mr. TURNER [continuing]. In identifying need.

Mr. RAMIREZ. I would be glad to. First, let me apologize for any
disappointment that we may have caused you, Mr. Chairman, or
the committee. Perhaps we are a little jittery considering that, out-
side of your interest, there’s been little interest for enhancing open
dialog on this matter. And we appreciate the opportunity, sir.

Mr. TURNER. Mr. Ramirez, that’s obviously—that’s one of the rea-
sons we are doing this.

Mr. RAMIREZ. Thank you for the opportunity.

Mr. TURNER. I appreciate you doing that—because this document
that was produced inside of HUD was released in February, a sig-
n}ilﬁcant amount of work within the administration occurred on
this.

Mr. RAMIREZ. Yes.
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Mr. TURNER. I think it’s appropriate for us to then take a look
at it, take it apart, and turn to your groups and organizations and
say, this document is out there. Somebody has taken a look at
these issues. We should all take a look at these issues so we can
make the best decisions.

Mr. RAMIREZ. Yes, sir, and you are absolutely right. And to an-
swer the question on the substantive piece of policy behind this.
We believe that the alternatives that have been presented are
weighed too heavily on what we would call creating the equivalent
of an antipoverty program.

We believe that when President Nixon created this program with
the authorization of Congress to move forward with it, that it was
dedicated primarily to help low and moderate-income areas for very
specific needs that those areas needed within local jurisdictions
and to create maximum flexibility to accomplish that. I think that
the statistics would reflect that communities have taken on that
charge and have been quite effective in dealing with it.

We believe that looking at what works within the formula is a
much more prudent way of addressing the redistribution question
than to go out and to dramatically shift the intent of the redistribu-
tion of these dollars and what this program was originally intended
to do, which was to be very specific about creating certain kinds
of opportunities, to create activities within those communities, to
deal with those needs that they may have, whether it’s to remove
blighted areas from neighborhoods to deal with the very poor in
certain pockets of their community, or to deal with the community-
wide initiative that is necessary for economic development.

And so the short answer is that the tweaks that have been pro-
posed, although a great jumping off point to have a much deeper
discussion as to how to deal with it, we believe it’s more a question
of actual weighting of what is currently in the formula and trying
to meet what the intent of Congress is, in this case, as you see fit
to be able to accomplish certain activities most effectively.

And as you would know as a former mayor, CDBG is one of the
most flexible tools that we have to address some very specific needs
within our respective communities in our prior lives and those that
are currently trying to address them now.

Mr. TURNER. You are absolutely right—and in the hearing con-
cerning the value of CDBG and its importance and its effectiveness
in addressing issues of blight and poverty, both in terms of its im-
portance and achievement and in terms of its ability to be im-
proved, and that’s what everyone in this community has said.

Mr. RAMIREZ. Yes, sir.

Mr. TURNER. And I really look forward to working with you on
that.

So going to the issue of HUD, obviously, in these charts, and try-
ing to propose alternatives for shifting the eligibility formula, rede-
fines, as you indicated, the issue of need. Whether you agree with
those elements or not is obviously one element of this hearing. An-
other is whether or not there’s any interest or need, if you will, of
looking at changing the formula.

Are there current inequities in the current formula? We know
that entitlement communities have gone from 606 to 1,100. We
know that funding has not kept pace with the entitlement commu-
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nity, such that we have communities that are having declining, di-
minished CDBG receipts and effectiveness. That seems to be in
part an issue, not just an issue of the allocation of funding, but the
eligibility is causing portions of that—we had testimony from Mr.
Bernardi concerning like communities that were treated inequi-
tably.

So let’s start first, not with the proposal we have in front of us,
but just with the issue of if you believe that there are inequities
that do occur in the system, and if those inequities are an item
that would be important for us to review?

Mr. RAMIREZ. Well, let me carry out my answer on that to say
that there may be particulars to my answer that some of the inter-
est groups that I have testified on behalf of have not fully vetted
some of the answers I have been giving to their membership, and
it may not reflect their position on this issue.

But you brought up some very interesting points. For example,
the grandfathering and perpetuity of communities that are no
longer eligible is a growing drag on the intent of the formula in try-
ing to meet the distribution potential of that formula. Close to al-
most 200 communities now are grandfathered into the current for-
mula that under the guidelines do not qualify any longer to receive
these resources under the current definition. And I do believe that
GAO does address that as one of the points that should be looked
at and perhaps considered by this committee as part of looking at
what it does.

The other is that the ability to effectively redistribute the re-
sources on whether it’s an annual or biannual basis has always
been a challenge under the existing formula. And it’s not nec-
essarily that the weights are—that the factors are incorrect; it’s
how quickly those weights can be adjusted to accurately reflect the
condition that the dollars are looking to address within commu-
nities around the country. That has been a constant challenge in
trying to redistribute these resources.

We do not agree that the college town comment is accurate. And
if it is, it’s not accurate enough to really factor in other families
that live within those communities, singles that are below the pov-
erty line, disabled that are below the poverty line that are within
those communities that are not accurately accounted for in any of
these four alternatives that are before us as another weakness that
exists within the redistribution proposals that are there.

We also feel that we have been able to effectively address some
of the—through the formula, as it is currently weighted for issues
such as dealing with blighted properties throughout the commu-
nity, and how that helps redevelop neighborhoods and communities
as a whole.

And so there are factors in there, by and large, that we believe
are critical to the success of any funding distribution.

The question that we believe needs to be asked is that, in looking
at prior analysis of the formula that HUD has conducted, that both
analyses that had several years in between them recognize the va-
lidity of the formula itself and its effectiveness to the point of,
again, as you mentioned, 10 percent of the poorest were getting
four times as much, and 10 percent of the richest were getting less.
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If we want to increase that number, of whether it’s at the low
end, which is what we are looking at to accomplish, we need to see
what those factors at the top end are that are causing that 10 per-
cent of overfunding for those that are not as needy within that.

And so this formula is somewhat of a left turn from the two prior
analyses that HUD has made in trying to figure out a more effec-
tive way to distribute these dollars under the formula. We think
that one of the biggest weights that has been incorporated into
these four alternatives shifts the focus of the program and its in-
tent and pushes the program more toward being an antipoverty
program—which I don’t believe was the original intent and has not
been the intent of 30 years of use of these resources.

Mr. TURNER. Thank you very much. I appreciate your comments
there. That was an excellent description of the issue of what I be-
lieve you said, that there may be some inequities—there are issues
that we need to look at, the solutions that are currently here—here
are some of the concerns that you have about them.

Mr. RAMIREZ. Thank you, sir.

Mr. TURNER. There are two reasons to take a look at this from
what I am hearing from people who are testifying, one of which is
just the issue of time and datedness, which raises the issue of per-
haps this is something we need to look at because of the amount
of time that has gone by—the issue of inequalities that can be ex-
pressed or inherent fact in the fact of passage of time and demo-
graphic change.

Mr. Posner, the questions—the issue that you raise which is an-
other topic is the issue of the fiscal pressure of the program.

For this analysis, the HUD recommendations do not really at-
tempt to provide us with any savings. They merely provide a re-
allocation of whatever number of dollars are allocated.

But, certainly, as we look to our fiscal pressures, we are always
going to take a look at the effectiveness of our programs. And, cer-
tainly, effectiveness is one element of eligibility.

I would like, if you will, to talk for a moment about the issue of
immigration. I didn’t notice in your report whether or not you had
looked at that issue. My understanding, in looking at their report,
is that they talk about immigration and its pressure on commu-
nities and what results as being a host of other—a migration of im-
migration population. Then they also talk about the expression of
poverty in a community. And I believe those things that they then
weight as expressions of poverty are the same that they say that
a community, having expressions of immigration, migration, will
have. So, to me, it sounds like double counting.

And then when you get to this less need/more need chart, and
they weight immigration by 15 percent, it also seems, not only sim-
ple (?ccounting, but it’s a rather arbitrary allocation of weight and
need.

Have you thought about that issue?

Mr. POSNER. I am going to turn to Mr. Fastrup for the detailed
comments on it. Let me make one overall point about the fiscal
issue and some lessons learned, if you will.

We had a program that is no longer with us called General Reve-
nue Sharing, and General Revenue Sharing went away in the fiscal
crisis of the 1980’s or the fiscal crunch of the 1990’s.



180

And I think one of the things that disturbed people was the
untargeted way the money went to every unit of local government
regardless. It was somewhat weighted for per capita income and
fiscal efforts as well as population.

But, nonetheless, there were significant concerns that, as the
Federal budget got tighter, we were sending money to wealthier
communities, and there were proposals to cap and better target
that program, which never could reach political agreement.

I think at some point, when you are an advocate of programs,
and you are facing a fiscal situation like we are coming into, you
have to start being concerned about whether the formula starts un-
dermining your support. So I think, from many perspectives, in ad-
dition to just wise money management and good government as
well as potential sustainability of support, you know, looking at
this is an important issue.

With regard to immigration, let me ask Jerry to comment on it.

Mr. FASTRUP. Well, the first thing that I would note is that to
make a clear distinction between HUD’s need criteria and the ac-
tual formula alternatives they present, they are two separate dis-
tinct things.

In their need criteria, the immigrant population doesn’t come
into their need index directly. It only comes into it indirectly, and
it comes in indirectly in two ways: One through the poverty meas-
ure, to the extent these immigrants are low-income people that get
picked up in the census counts, they are reflected in that.

The other way it’s picked up is in their second factor that you
point out that’s weighted 15 percent in their overall needs index.
The only things in there that capture that immigration is over-
crowded housing, which the study says is correlated with high im-
migrant populations, and to the extent that correlation is there,
their need index picks up immigration in that way. But it’s a very
indirect effect.

With regard to the actual allocations and how well their alloca-
tions—how much their allocations are affected by immigration in
the actual four alternatives they put forward, that only shows up
in the use of an overcrowded housing factor in the formula. And
that factor is already there in the formula.

And under the current formula, the overcrowded factoring gets a
weight of 25 percent. In your alternatives, they have alternatives
that reduce that weight and increase that weight. So looking at—
depending on the particular formula you look at, to the extent that
overcrowded housing reflects immigration, you get—you put a
greater emphasis or a lesser emphasis on that factor, depending on
which particular alternative you are looking at.

The other point that we made in our statement is that if you are
looking at the CDBG program as a program that’s trying to com-
pensate for fiscal distress and economic decline and the need to re-
habilitate dilapidated housing and those kinds of things, but just
strikes us that overcrowded housing is a sign of a tight labor mar-
ket and housing market and upward pressure in the housing mar-
ket, that’s usually a sign of strong growth rather than decline.

So our take on it is that the need criteria that’s both built into
the HUD criteria and the weight that is put on overcrowded hous-
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ing in the formula are not what I would call one of the stronger
points there.

I think, as the Secretary pointed out, their need criteria and the
formula is heavily directed toward poverty, which is a more gen-
erally agreed upon criterion there.

Mr. RAMIREZ. May I followup on that, Mr. Chairman, real quick,
as an additional point, that one of the things—and I would agree
with what Jerry has just mentioned, that what we see also is that
rent costs do need to be somehow factored into this calculation in
hot markets, because that does tend to push out the low and mod-
erate-income families from safe, decent affordable housing.

So there does need to be some weight attached to it. And I didn’t
want the record to go without that being in included in there that
that is our position.

Mr. TURNER. Excellent. Thank you.

Mr. Dent.

Mr. DENT. Thank you.

Mr. Ramirez, my only question deals with some of the things
that Chairman Turner talked about.

I do appreciate the effort that the Department went through to
put together a process and methodology to come up with a new
need-based system of CDBG grants. As you pointed out in your tes-
timony, clearly entitlement communities in my district do not fare
particularly well under this, and I would just ask that your organi-
zation come back to us at some point with some type of alternative
proposal that you think would be reflective of a—would be an equi-
table basis of distributing those grants.

Based on my analysis of the appendix here, it seems that maybe
the Northeastern States don’t do very well. I notice Pennsylvania
and Ohio don’t appear to do very well; you mentioned New England
doesn’t do very well. It appears that the Southern and Western
States for whatever reasons are the beneficiaries of this new for-
mula. It seems in all four alternatives, that would be the case.

So I guess that’s my request of you, which is to come back to me
and to the committee with some alternatives that you would find
acceptable.

Mr. RAMIREZ. We will, Congressman. Thank you.

Mr. TURNER. Mr. Ramirez, one of the discussions that you noted
that we had with Mr. Bernardi was the issue of housing, and spe-
cifically the issue of vacant housing. I'm concerned that by target-
ing or by only counting in a need those units that are occupied by
what, according to this analysis, constitutes—or they have identi-
fied as constituting a family, that you are missing the issue of the
blighting influence of abandoned residential structures. CDBG ob-
viously is a program that we attempt to utilize the dollars to target
abandoned structures for rehabilitation and restoration and elimi-
nating the blighting influence.

Could you talk about that for a moment as to how you would see
that would be an impact that would not be beneficial for commu-
nities?

Mr. RaMIREZ. Well, first off, the quick response is we agree with
your concerns. We think that by removing an accurate assessment
of those types of dwellings, that it will only accelerate the condition
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of that neighborhood and the overall blight of a community if it’s
not addressed effectively.

In a prior life, me in the prior life, as a mayor, I can tell you that
during my 8 years as a mayor, I was able to eliminate well in ex-
cess of 3,500 blighted properties around our community during that
8-year period that in essence revitalized or regenerated neighbor-
hood pride and viability.

So we share your concerns, Mr. Chairman, that those are issues
that need to be weighed carefully. They are already in the current
formula. Again, we believe that there 1s always room for improve-
ment, but we have seen substantial success in trying to address it.
It’s a matter of where we weigh the factors that we want to incor-
porate into this formula, and how effectively we can redistribute
those dollars, once those weights are applied, that will maximize
the effectiveness of this distribution of dollars, sir.

Mr. TURNER. Mr. Ramirez, I'd also like you to comment on—and
then Mr. Posner—the issue of the metropolitan per capita income.
Mr. Posner, the GAO report identifies areas where there is a wide
disparity of the per capita income between the urban core and the
metropolitan area may actually reflect communities of economic
growth and communities where there is little difference than you're
looking at a community that overall might not have the oppor-
tunity economically for those who are experiencing poverty.

In the GAO report, it’s on page 9. You would have heard the dis-
cussions that we had with Mr. Bernardi. Mr. Ramirez, what are
your thoughts on that?

Mr. RAMIREZ. We believe that communities, even those that have
a higher per capita income, do have pockets of poverty within
them. In fact, many of those communities struggle with their labor
force that services those communities around the country in provid-
ing safe and decent housing, and not forcing many of the service-
oriented labor force to seek shelter and grow their communities
within blighted areas.

And so we do believe that’s the balance, to some degree, that this
formula has struck. It does allow for communities, high per capita
communities to deal with these pockets of poverty and address the
low and moderate-income families within those communities.

Can it be improved? Well, we believe it can, but I am not pre-
pared at this point to tell you how, because we would have to run
several different scenarios to find the optimum level of distribution.
But it is an effective way of dealing with that particular problem,
sir.

Mr. TURNER. Mr. Posner.

Mr. POSNER. I'll refer to Mr. Fastrup in a minute. But overall I
think we saw the two factors in alternative 3 kind of offsetting one
another. On the one hand, you’re trying to target aid proportion-
ately to cities and areas that have lower incomes to raise on their
own; on the other hand, you’re providing greater aid to those com-
munities if they happen to be nested in higher-income metropolitan
areas. This is something I think that needs a lot more thinking. I
think they’re headed in the right direction by trying to capture the
element of capacity and wealth.

Mr. FASTRUP. I would say that the HUD study proposes putting
the metropolitan and local community per capita increment for-



183

mula as a means of ratcheting up the degree to which funding is
targeted to high-need communities. And to the extent that the com-
mittee wants to do that, that’s one means of doing it.

However, when we look at the use of both metropolitan per cap-
ita income and comparing that to the community’s per capita in-
come, the effect is the low-income communities would get more
money targeted to them, but by putting the metropolitan per capita
income in there, it offsets that degree of targeting to a significant
degree so that two communities with the same per capita income,
the one living in the higher-income metropolitan area, which gen-
erally is going to be an area that is better off economically, that
community gets more money than the community with the same
income located in a poorer metropolitan area. And we question
whether that’s an effective way to produce the kind of targeting to
low-income areas, and taking into account the economic capacity of
the various areas across the country.

Now, one rationale that one could offer for doing that is to argue
that areas with high metropolitan incomes tend to be high-cost-of-
living areas; that’s a legitimate position to take. However, the par-
ticular method by which HUD does this, it basically assumes that
all of the difference in per capita income between a low-income
metropolitan area and a high-income metropolitan area, they’re im-
plicitly assuming that’s all cost of living differences, and that’s not
true.

So I think that method of putting metropolitan income into the
formula is overdoing it to some extent. But the real nexus of the
problem is the fact that the Federal Government does not have
good statistics on just what these differences in cost of living are
in order to be able to more precisely take them into account in the
formula. And if you wish, we can talk about that some more, too.

Mr. TURNER. At this point, actually, I don’t have any further
questions, and I was going to ask if you had anything else that you
wanted to comment on to add to the record, in your thoughts to
both the questions that have been asked, comments that you've
heard from others.

Mr. Ramirez.

Mr. RAMIREZ. Just in conclusion, Mr. Turner, we want to thank
you for airing out these issues on such an important item of import
to communities throughout the country. And we will take your
charge and dispatch it accordingly to bring back to you different al-
ternatives that we see that may be viable within the existing for-
mula to better enhance its methodology in trying to hit the marks
that Congress intended it to hit or intends to hit, and look forward
to working with you in this committee, and others, in making that
happen, sir.

Mr. TURNER. Mr. Posner.

Mr. Fastrup.

Mr. POSNER. Just to thank you for holding this hearing, and to
illustrate how, as those of us who are talking about the fiscal
choices facing us frequently talk about the hard choices we face,
and this hearing very well illustrates that.

Mr. FASTRUP. I would just like to commend the HUD study for
what it has accomplished here because I think what it’s showing
for the first time is that in these charts here, those jagged edges
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indicate that communities with similar needs are receiving widely
disparate funding levels that can’t be justified on the basis of in-
come differences, cost of living differences, or anything else; and
that simple equity—whether or not you want to direct more fund-
ing to high-need communities or not, simple equity would argue for
narrowing those wide disparate differences.

I think the HUD study has identified the key factors that are the
cause of that, namely the growth lag factor and the pre-1940 hous-
ing that doesn’t take into account the income status of the house-
holds that are living in those houses are largely responsible for
that, along with the use of two formulas that work at cross pur-
poses with one another, and that the biggest single improvement
would come by just using a single formula largely based on poverty
and housing conditions and the kinds of things that are in these
two formulas.

And I would add that because of the poor targeting of the pro-
gram, you do run the risk, in tight fiscal times, of following the
way that the general revenue-sharing program of perceptions of
poor targeting, leading people to ask is this really the highest pri-
ority use of Federal dollars or not. And to the extent that the tar-
geting of this program is improved, it strengthens the rationale for
having this program; to the extent that it’s not, you run the risk
of people saying is this really the best use of Federal money.

Mr. TURNER. Mr. Fastrup, I think that you have given us the
most excellent summary of the purposes of this hearing and the im-
portance of it, so thank you for that. And I want to thank GAO for
your efforts in reviewing this program.

We all know the importance of CDBG, the importance of
strengthening it and making sure that we preserve it. We know
there have been discussions about its effectiveness. And looking at
the HUD proposals helps us begin the discussion on what are the
elements that can make it effective and more effective so that we
can ensure its long-term viability, knowing, Mr. Ramirez, as you
had said, of both of us being former mayors and the importance it
has in the lives of people in our communities.

With that, I want to thank you for your time, and we will be ad-
journed.

[Whereupon, at 12:20 p.m., the subcommittee was adjourned.]

[The prepared statement of Hon. Wm. Lacy Clay and additional
information submitted for the hearing record follow:]
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STATEMENT OF CONGRESSMAN
WM. LACY CLAY

HEARING ON CDBG FORMULAS
APRIL 26, 2005

Mr. Chairman, let me begin thanking you
for holding today’s hearing and continuing
your good work in examining ways to
improve the CDBG program. There is no
question your expertise in areas of
intergovernmental relations, as a former
mayor of Dayton, Ohio, brings credibility and
common sense to our committee’s efforts.

As a member of the Financial Services
Committee and as a former state legislator,
I understand the value of Community
Development Block Grant funds and their
positive impact on our nation’s communities.
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I, too, remain concerned that program
funding under current formulas is not
reaching the most needy beneficiaries that
CDBG funds are intended to help. Therefore,
I agree that an examination of how CDBG
funds are allocated is appropriate and long
overdue.

I have reservations, however, about
proposals that would shift program funds
away from traditional beneficiaries under the
current formulas into different communities
that may not demonstrate the same level of
need through the formula process. I believe
this would impact the well being of many
working class individuals who presently live
in communities that are deserving of CDBG
funds, leaving them without the services they
have come to rely on. In short, I don’t believe
we ought to pursue a reform of CDBG that
takes from Peter to pay Paul.
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If future proposals are to establish
fairness through funding formulas and
practices, they will need to include a formula
for grant disbursements that maintains the
level of funding for community stakeholders
in current programs. To meet this
requirement, a hold harmless mechanism that
would protect current communities from cuts
in the future could be incorporated into
future authorizing legislation.

It is my hope that today’s hearing will
allow us to further understand the need for
reforming these programs, while outlining my
concerns about such efforts. Thank you,
again, Mr. Chairman. I yield back the
balance of my time.
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building communities together

May 16, 2005

The Honorable Michael R. Tumer

Chairman

Subcommittee on Federalism and the Census
Committee on Government Reform

2157 Rayburn House Office Building
Washington, DC 20515-6143

Dear Mister Chairman:

On behalf of the National Association of Housing and Redevelopment Officials (NAHRO), I
would like to thank you for the opportunity to testify before you during the April 26, 2005
oversight hearing concerning the Community Development Block Grant formula.

Although it remains our position that the current CDBG formula continues to target to need — an
assertion verified by HUD’s recent study on the subject — NAHRO will explore possible
refinements to the existing formula structure. Our Community Revitalization and Development
(CRD) committee plans to devote much of its upcoming July business meeting to the subject.

NAHRO’s CRD committee addresses a broad range of issues related to the economic vitality of
cities and the development and conservation of neighborhoods, including administrative,
legislative, regulatory, and funding issues of community development programs and operations.
The committee recommends policies to the Board of Governors in support of its primary goal —
the achievement of well-planned, socially and economically sound communities. This
committee is therefore the appropriate place within NAHRO's structure for a CDBG-related
proposal to begin.

Recall that in my written testimony I implied that “the effort to lower the influence of the
apparent poverty of college and university students on CDBG allocations is certainly
reasonable.” At the same time, however, I expressed reservations about the methodology
employed by HUD in an attempt to correct for the “college town phenomenon.” As we move
forward, it is likely that our CRD committee will discuss the methodological challenges posed by
university and college towns, as well as the current utility of the pre-1940 housing variable.
These are two issues related to the formula that deserve further scrutiny and can perhaps provide
opportunities for stakeholders and policymakers to find common ground. Nevertheless, any
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Vice President-Commissioners; Raymond P. Murphy, Jr., PHM, Vice President-International; Saul N. Ramirez, Jr., Executive
Director
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serious examination of the formula must be conducted deliberately and with the expectation that
reasonable persons will disagree as to what changes, if any, should be made.

We will keep you informed as our organization continues to examine the important issue of the
CDBG formula as it relates to the fair and equitable distribution of federal resources. It should
be noted that any future recommendation adopted by our Board will almost certainly include
provisions intended to ameliorate the impact of the sudden, significant funding shifts that the
implementation of any new formula regime is sure to produce. Let me clear: NAHRO has not
yet adopted a position in favor of change. However, if Congress decides to pursue an overhaul
of the CDBG formula, it is our hope that it will also consider gradually phasing in changes in
order to give grantee communities adequate time to adapt their planning processes to new fiscal
realities.

Once again, thank you for the opportunity to present our views on this important matter. If {or
my staff can ever be of assistance to you in the future, please do not hesitate to contact me.

Sincerely,

Saul N, Ramirez, Jr.
Executive Director
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TUESDAY, MAY 24, 2005

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FEDERALISM AND THE CENSUS,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
2154, Rayburn House Office Building, Hon. Michael R. Turner
(chairman of the subcommittee) presiding.

Present: Representatives Turner, Dent, Maloney, and Clay.

Staff present: John Cuaderes, staff director; Shannon Weinberg
and Jon Heroux, counsels; Juliana French, clerk; Neil Siefring,
Representative Turner/LA; Susan Stoner, Representative Dent/LA;
Adam Bordes, minority professional staff member; and Jean Gosa,
minority assistant clerk.

Mr. TURNER. A quorum being present, this hearing of the Sub-
committee on Federalism and the Census will come to order.

Welcome to the subcommittee’s oversight hearing entitled,
“Bringing Community Development Block Grant Programs Spend-
ing into the 21st Century: Introducing Accountability and Meaning-
ful Performance Measures into the Decades-Old CDBG Program.”

In March, this subcommittee held a hearing reviewing the Bush
administration’s “Strengthening America’s Communities” initiative.
During that hearing, we learned that HUD had undertaken certain
in-house initiatives to improve the administration of the program.
One of those initiatives was to implement an improved set of per-
formance measures.

CDBG is one of the largest Federal direct block grant programs
in existence. In fiscal year 2005, Congress appropriated $4.71 bil-
lion for the CDBG program, including $4.15 billion for CDBG for-
mula grants alone. State and local governments use CDBG grant
moneys to fund various housing, community development, neigh-
borhood revitalization, economic development, and public service
provision projects.

To receive their annual CDBG grant, grantees must develop and
submit to HUD a consolidated plan. In their consolidated plan,
each grantee must identify its goals for its use of CDBG moneys.

(191)
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These goals then serve as the criteria against which HUD evalu-
ates each grantee’s plan and the performance of each activity under
the plan.

Grant recipients may use CDBG funds for a wide variety of ac-
tivities. For example, CDBG funds can be used for the acquisition
of real property, the relocation and demolition of buildings, the re-
habilitation of residential and non-residential structures, the provi-
sion of public services, and the construction and improvement of
public facilities.

In contrast, grant recipients may not use CDBG funds for the ac-
quisition of buildings used for the general conduct of government.
Nor may grantees use CDBG funds for political activities, certain
types of income payments, or the construction of new housing by
local governments.

Following approval of a grantee’s consolidated plan, HUD will
make a full grant award unless it has determined that the grantee
failed to implement its plan in a timely manner and in a way that
is consistent with the Housing and Community Development Act.

Critics, as well as some proponents of the program, have ques-
tioned whether the consolidated plan is an adequate system for as-
sessing whether certain uses of grant funds are consistent with the
goals of the Nation and whether grant recipients are actually ad-
ministering the funds properly.

Currently, the consolidated plan is the only means by which
HUD can measure the performance and outcome of grantee activi-
ties. With that said, some observers have questioned whether HUD
takes the consolidated plan process seriously enough. Critics of the
program have even questioned whether HUD reads each consoli-
dated plan, suggesting that HUD simply does not have the time or
manpower to review the more than 1,100 consolidated plans within
the 45-day period mandated by the statute.

A primary justification used by the administration for proposing
its Strengthening America’s Communities Initiative earlier this
year is that CDBG received very low scores on the Office of Man-
agement and Budget’s Program Assessment Rating Tool [PART].
The fundamental question, however, is whether PART is any better
of a performance measurement tool for CDBG than is the consoli-
dated plan.

Many CDBG stakeholders attributed CDBG’s low PART score to
evaluation limitations inherent in the PART tool itself. They argue
that PART lacks the proper assessment matrix tools to score block
grant programs like CDBG effectively and accurately. These stake-
holders also claim that it may be impossible for evaluators to effec-
tively measure the CDBG program because of its multifaceted na-
ture and because grant moneys can be spent on a wide variety of
activities that may have “non-tangible” benefits.

With those questions and arguments in mind, today’s hearing
will specifically explore: one, how communities spend CDBG mon-
eys; two, whether HUD and grantees effectively target funds to-
ward the needs identified in the program’s authorization language;
and, three, how, if at all, Congress can measure these expenditures
for effectiveness of use.

To help us answer these questions, we have on our first panel
the Honorable Roy Bernardi, Deputy Secretary of the Department
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of Housing and Urban Development and former Assistant Sec-
retary of Community Planning and Development.

On our second panel we have four distinguished witnesses. First,
we have the Honorable Ron Schmitt, city councilman from Sparks,
NV and a founding member of the Human Services Advisory Board
in Washoe County. The Human Services Advisory Board led to the
creation of the Washoe County Human Services Consortium, the
public/private entity that decides how the area will spend its com-
bined CDBG funds.

We will next hear from Thomas Downs, fellow at the National
Academy of the Public Administration. Earlier this year, the Acad-
emy published specific recommendations on how to improve report-
ing and performance measurement systems for the CDBG program.

Next, we will hear from Lisa Patt-McDaniel, assistant director of
the Community Development Division of the Ohio Department of
Development. Ms. Patt-McDaniel is testifying today on behalf of
the Council of State Community and Economic Development Agen-
cies.

Last, we have Dr. Sheila Crowley, president of the National Low
Income Housing Coalition.

I look forward to the expert testimony our distinguished panel of
leaders will provide the subcommittee, and we thank all of you for
your time here today.

[The prepared statement of Hon. Michael R. Turner follows:]
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OPENING STATEMENT

Welcome to the Subcommittee’s oversight hearing entitled, “Bringing Community Development
Block Grant Program (CDBG) Spending into the 21" Century: Introducing Accountability and

Meaningful Performance Measures into the Decades-Old CDBG Program.”

In March, this Subcommittee held a hearing reviewing the Bush Administration’s “Strengthening
America’s Communities” initiative. During that hearing, we learned that HUD had undertaken

certain in-house initiatives to improve the administration of the program. One of those initiatives
was to implement an improved set of performance measures.

CDBG is one of the largest federal direct block grant programs in existence. In FY 2005,
Congress appropriated $4.71 billion for the CDBG program, including $4.15 billion for CDBG
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formula grants alone. State and local governments use CDBG grant monies to fund various
housing, community development, neighborhood revitalization, economic development, and
public service provision projects.

To receive their annual CDBG grant, grantees must develop and submit to HUD a Consolidated
Plan. In their Consolidated Plan, each grantee must identify its goals for its use of CDBG
monies. These goals then serve as the criteria against which HUD evaluates each grantee’s Plan
and the performance of each activity under the Plan.

Grant recipients may use CDBG funds for a wide variety of activities. For example, CDBG
funds can be used for the acquisition of real property, the relocation and demolition of buildings,
the rehabilitation of residential and non-residential structures, the provision of public services,
and the construction and improvement of public facilities. In contrast, grant recipients may not
use CDBG funds for the acquisition of buildings used for the general conduct of government.
Nor may grantees use CDBG funds for political activities, certain types of income payments, or
the construction of new housing by local governments.

Following approval of a grantee’s Consolidated Plan, HUD will make a full grant award unless it
has determined that the grantee failed to implement its Plan in a timely manner and in a way that
is consistent with the Housing and Community Development Act.

Critics, as well as some proponents, of the program have questioned whether the Consolidated
Plan is an adequate system for assessing whether certain uses of grant funds are consistent with
the goals of the nation and whether grant recipients are actually administering the funds
appropriately.

Currently, the Consolidated Plan is the only means by which HUD can measure the performance
and outcome of grantee activities. With that said, some observers have questioned whether HUD
takes the Consolidated Plan process seriously enough. Critics of the program have even
questioned whether HUD reads each Consolidated Plan, suggesting that HUD simply does not
have the time or manpower to review the more than 1,100 Consolidated Plans within the 45-day
time period mandated by the statute.

A primary justification used by the Administration for proposing its Strengthening America’s
Cities Initiative earlier this year is that CDBG received very low score on the Office of
Management and Budget's (OMB) Program Assessment Rating Tool (PART). The fundamental
question, however, is whether PART is any better of a performance measurement tool for CDBG
than is the Consolidated Plan. Many CDBG stakeholders attribute CDBG’s low PART score to
evaluation limitations inherent in the PART tool itself. They argue that PART lacks the proper
assessment matrix tools to score block grant programs like CDBG effectively and accurately.
These stakeholders also claim that it may be impossible for evaluators to effectively measure the
CDBG program because of its multifaceted nature and because grant monies can be spenton a
wide variety of activities that may have “non-tangible” benefits.

Subcommittee on Federalism and the Census
“Bringing Community Development Block Grant Program (CDBG) Spending into the 21* Century: Introducing
Accountability and Meaningful Performance Measures into the Decades-Old CDBG Program.”
May 24, 2005
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With those questions and arguments in mind, today’s hearing will specifically explore: (1) how
communities spend CDBG monies; (2) whether HUD and grantees effectively target funds
toward the needs identified in the program’s authorizing legislation; and (3) how, if at all,
Congress can measure these expenditures for effectiveness of use.

To help us answer these questions, we have on our first panel the Honorable Roy Bernardi,
Deputy Secretary of the Department of Housing and Urban Development and former Assistant
Secretary of Community Planning and Development.

On our second panel, we have four distinguished witnesses. First, we have the Honorable Ron
Schmitt, City Councilman from Sparks, Nevada and a founding member of the Human Services
Advisory Board in Washoe County. The Human Services Advisory Board led to the creation of
the Washoe County Human Services Consortium -- the public/private entity that decides how the
area will expend its combined CDBG funds.

‘We will next hear from Thomas Downs, Fellow at the National Academy of the Public
Administration. Earlier this year, the Academy published specific recommendations on how to
improve reporting and performance measurement systems for the CDBG program.

Next, we will hear from Lisa Patt-McDaniel, Assistant Director of the Community Development
Division of the Ohio Department of Development. Ms. Patt-McDaniel is testifying today on
behalf of the Council of State Community and Economic Development Agencies (COSCDA).

Lastly, we have Dr. Sheila Crowley, President of the National Low Income Housing Coalition.

I'ook forward to the expert testimony our distinguished panel of leaders will provide the
Subcommittee. Thank you all for your time today and welcome.

FHHEH
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Mr. TURNER. We will now start with the witnesses. Each witness
has kindly prepared written testimony, which will be included in
the record of this hearing. Witnesses will notice that there is a
timer light at the table. The green light indicates that you should
begin your comments; the yellow light will indicate you have 1
minute left in which to conclude your remarks; and the red light
indicates that your time has expired.

It is the policy of the committee that all witnesses be sworn in
before they testify.

Mr. Bernardi, would you please rise and raise your right hand?

[Witness sworn.]

Mr. TURNER. Let the record show that the witness has responded
in the affirmative.

Mr. Bernardi, if you would now begin your comments.

STATEMENT OF ROY A. BERNARDI, DEPUTY SECRETARY, U.S.
DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

Mr. BERNARDI. Thank you. Good morning, Mr. Chairman and all
the individuals in attendance. Thanks for the opportunity to ad-
dress the subcommittee’s inquiry into the three specific Community
Development Block Grant issues that you just mentioned: how com-
munities spend their CDBG moneys; whether the funds are effec-
tively targeted toward identified needs; and how these expendi-
tures can be measured for effectiveness.

The Housing and Community Development Act of 1974 allows
grantees to determine their own local needs, to set their local prior-
ities, and design programs to address both. There are two limits
that help target the use of CDBG funds. First, every assisted activ-
ity must either benefit low and moderate-income persons, or pre-
vent and eliminate slums or blight, or meet an urgent community
development need the grantee does not have the financial resources
to address. And the second condition is a grantee must spend at
least 70 percent, over 3 years, of its funds for activities that benefit
low and moderate-income persons.

HUD field offices monitor grantees’ use of funds to meet these
conditions. For the last 4 years, these assisted activities, as re-
ported and categorized, have remained stable. Approximately 95
percent of the funds go to activities benefiting low and moderate-
income persons.

We also monitor whether grantees have carried out their CDBG-
assisted activities in a timely manner. The timeliness standard pro-
vides that 60 days before the end of its current program year a
grantee may not have more than 1% times its current grant in its
line of credit. Because the amount of funds above this standard re-
maining in grantees’ lines of credit was increasing, in the fall of
2001, when I was then Assistant Secretary for CPD, we established
a new policy giving untimely grantees 1 year to meet the standard
or risk a grant reduction in the amount equal to the amount by
which it exceeded the 1%2 standard.

This policy has been extremely successful. The number of un-
timely grantees fell from over 300 to approximately 60, and the
amount of excess, undistributed funds fell from $370 million to ap-
proximately $30 million. This was a winner for the taxpayers, for
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HUD, for the grantees, and obviously for the low and moderate-in-
come persons that we serve.

HUD’s Integrated Disbursement and Information System [IDIS],
is used to report information on grantees’ use of funds. Obtaining
consistency in reporting and improving data quality are challenges
because of the large number of both the grantees—better than
1,100—and also the assisted activities. Nevertheless, HUD’s recent
efforts to address data quality have yielded great improvements. To
modernize our information system, HUD has contracted to develop
a more user-friendly IDIS by spring of 2006. Further improvements
will also make the front-end application process and the completion
and reporting process consistent.

Can the expenditure of CDBG funds be measured for effective-
ness? Yes, they can. In January 2003, my office began encouraging
recipients of CPD’s four formula grant programs—that are, CDBG,
HOME, ESG, and HOPWA by issuing a notice to develop perform-
ance measurement systems. Since local choice drives the use of
these funds, HUD believes performance-based measurement sys-
tems should be developed at the same level. To date, 246 grantees
have reported using performance measurement systems, while 225
are developing them. That is adding up to approximately 43 per-
cent of all CDBG grantees.

As we have reported previously, HUD has been working with the
stakeholders, including the key grantee representatives, in OMB to
help develop outcome measures. This effort formed the basis for a
proposed measurement system that will soon be completed and
published in the Federal Register Notice, a draft of this. In 90 days
it will be there for public comment and input, and after we review
that public comment and input, we will then publish a final notice
after that 90-day period of time.

The proposed outcome performance measurement system will
produce data to identify the results of formula grant activities. It
will allow the grantees and HUD to provide a broader, more accu-
rate picture. The goal is to have a system that will aggregate re-
sults across the spectrum of the programs at the city level, the
county, State. We are committed to improving the way we track
performance and show results for our program.

These are significant challenges, but I am convinced that we can
get the measurable information and reliable results taxpayers are
entitled to. And I thank you, Mr. Chairman, for the opportunity to
be here in front of your committee.

[The prepared statement of Mr. Bernardi follows:]
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I would like to thank the subcommittee and Chairman Turner for the opportunity to speak
with you today about the Community Development Block Grant (CDBG) program. As
you are well aware, the President, via his 2006 Budget, has proposed to consolidate 18
programs (from five agencies) within the Department of Commerce, including the CDBG
Program. These programs would be consolidated into one new program -- The
Strengthening America’s Communities (SAC) Initiative. This Initiative would support
communities’ efforts to meet the goal of improving their economic conditions through,
among other things, the creation of jobs. Therefore, under the President's proposal, the
CDBG program would be eliminated. Notwithstanding, I offer the following testimony
on (1) how communities spend CDBG money; (2) whether the funds are effectively
targeted towards the needs identified in the program’s authorizing legislation; and (3)
how, if at all, these expenditures can be measured for effectiveness. We expect that
recent efforts to improve the CDBG program, which 1 will discuss during my testimony,
will inform the Administration’s new SACI proposal.

HOW CDBG FUNDS ARE SPENT & TARGETING TOWARDS NEED, AS
REQUIRED BY LEGISLATION

The Housing and Community Development Act of 1974, as amended, (HCD Act)
authorizes the CDBG program and provides the framework for how the funds can be
used. The law provides great flexibility for grantees to determine what their community
development needs are, as well as the ability to set local priorities and design local
programs to address those needs. The law describes the federal objectives for the use of
funds, which are the development of viable urban communities by providing decent and
safe housing and a suitable living environment, and expanding economic opportunities,
principally for persons of low and moderate income. The law then says that, over a
period of up to three years, each grantee must assure that at least 70% of the funds are
used for activities that principally benefit low- and moderate-income persons. The law
further sets the framework by listing eligible activities and requiring that each activity
meet one of three national objectives. This gives us a two-part test on which activities
may be funded. As you can see, most CDBG requirements focus on the types of activities
are eligible. Communities are also given wide discretion on where to fund activities,
which often results in communities spreading activities across their district which makes
it difficult for the program to achieve results at the neighborhood or community level.
The first activity test is found at section 105(a) of the statute and specifies that only the
25 activities identified in that section may be assisted. This section is quite expansive,
making eligible all the activities originally eligible in the 7 categorical programs
consolidated in 1974 by the CDBG program. Congress has, over the years, added
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additional eligible activities or clarified how activities are eligible. For purposes of
reporting on the types of activities grantees carry out each year, HUD’s Office of
Community Planning and Development (CPD) sorts the use of CDBG funds into seven
broad categories. Those categories and the percent of funds spent for each in fiscal year
2004 by all grantees — metropolitan cities, urban counties, and states - are:

Housing activities ~ 24.1%

Public facilities and improvements — 33.1%
Public services — 11.4%

Economic development -~ 9.0%

Acquisition ~ 5.5%

Administration and planning — 14.5%
Repayment of Section 108 loans — 2.5%

These uses have remained stable since 2001, with the largest percent of change in any
category being less than two percent. HUD’s web site also provides data on how each
individual CDBG grantee has spent its CDBG funds, broken out by 90 different
categories.

There are two additional statutory limitations that apply to specific CDBG activities.
Grantees may not obligate more than 15 percent for public service activities and they may
not obligate more than 20 percent for administration and planning. The public service
limit was established by Congress in 1981 at 10% and raised to 15% in 1983. Previously,
the law only allowed public service activities when they were integrally related with and
necessary to accomplish neighborhood community development objectives. The percent
cap was developed to provide a clear limit to public services. Tt is noted that there are 63
communities that had a higher percentage use of public services in 1982 or 1983 and they
are grandfathered in at their higher percentage. The administration and planning cap was
added by Congress to settle a debate on how much money is needed for administration
and planning and is found in the CDBG appropriation laws.

The second activity test for CDBG is the national objective test, found at section 104.
This section requires each grantee to certify that it will essentially limit its funding to
activities that principally benefit low- and moderate-income persons, address or prevent
slums or blight, or address a particularly urgent need. In general, activities can qualify
as benefiting low- and moderate-income persons in two ways: 1) benefiting a low-income
area — 51% or more of the residents of an area must be low-and moderate-income (the
statute lowers this threshold for higher income grantees) or 2) benefiting persons — all
funds for an activity are counted as benefiting low- and moderate-income persons if 51%
or more of the beneficiaries of an activity are low- and moderate income. To qualify as
low-and moderate income a family’s income must be below 80% of the area median
income level. As I indicated earlier, the law requires that at least 70% of each grantee’s
funds must be used for activities that benefit low- and moderate-income persons. Reports
from our grantees show that, year after year, about 95% of the funds are used for
activities that benefit low- and moderate-income persons.
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While I have indicated the statutory basis for the two main components of eligibility and
national objectives, HUD publishes rules in the federal register to implement these
statutory requirements. We have found it necessary over the years to provide clear
guidance on standards on how eligibility and particularly national objectives may be met.
The regulations are found at 24 CFR Part 570.

It is important to describe how HUD determines that these requirements are met. The
law describes what must be included in the application and that is found at section 104 of
the HCD Act. That provision is brief. It is important to note that prior to 1981, the law
required HUD to make a more qualitative, front end review of a grantee’s application to
determine whether the activities identified to be undertaken addressed the needs
described. In 1981, Congress determined that it would be better for HUD to basically
accept what the application said and concentrate its review on after the fact monitoring to
be sure that requirements were met. This approach was also continued in 1990 in the
Cranston-Gonzales National Affordable Housing Act. This law replaced the previously
required Housing Assistance Plan for CDBG and created the Comprehensive Housing
Affordability Strategy (called the CHAS) as a requirement for the newly established
HOME program, as well as CDBG and many other housing related programs. This law
established a more complete outline of what must be included in the submission of the
CHAS, and the front-end HUD review was limited to whether this plan met the broad
purposes of the law and was complete. In 1995, HUD created what is called the
Consolidated Plan as a combined and coordinated application process for CPD’s four
formula grant programs: CDBG, HOME Investment Partnerships (HOME), Emergency
Shelter Grants (ESG) and Housing Opportunities for Persons with AIDS (HOPWA),
using the CHAS and the other application components.

As a result, HUD’s major review focus for administration of the CDBG program is
monitoring grantees’ use of funds. In addition to requiring HUD to determine that
grantees are carrying out their CDBG assisted activities in a timely manner, the HCD Act
requires HUD to review and audit CDBG grantees to determine whether they have:

. Carried out CDBG assisted activities and certifications in accordance with the
requirements and primary objectives of the Act and other applicable laws; and
. Have a continuing capacity to carry out those activities in a timely manner.

In order to implement this requirement, HUD performs risk analysis to determine which
grantees to review on-site and conducts an assessment of each grantee at the end of the
program year. Grantees are also required to have an annual audit pursuant to OMB
Circular A-133.

The risk analysis process identifies high-risk CDBG grantees and ensures that HUD’s
resources are targeted to monitoring those grantees on-site. In FY 2004, about $4.1
billion was allocated through the CDBG program. HUD performed on-site monitoring
for 380 of its 1162 CDBG grantees. As a result of this program monitoring effort, HUD
staff identified 465 concerns and 610 findings.



203

It should be noted that the regulations identify a range of corrective actions that may be
used when a finding of non-compliance is made. Corrective actions recommended by
HUD are to be “designed to prevent a continuation of the performance deficiency;
mitigate, to the extent possible, the adverse effects or consequences of the deficiency; and
prevent a recurrence of the deficiency.” Hence, the range of corrective actions identified
in the regulations and the need for HUD monitors to consider each finding on a case-by-
case basis in determining the most appropriate corrective action to recommend when a
finding is made. Granted, advising a grantee to reimburse its CDBG program with non-
federal funds always gets a grantee’s attention, but reimbursement is not the most
appropriate remedy in every case.

In addition to finding and stopping improper expenditures of CDBG funds, on-site
monitoring is valuable in preventing future fraud, waste, and mismanagement, as grantees
are less likely to engage in statutory and regulatory violations if they know they will be
monitored. The monitoring visits also provide an opportunity for grantees to receive
technical assistance so they will not engage in inadvertent improper actions in the future.

There is one other program review responsibility that HUD has from the law: section
104(e)(1) of the HCD Act requires HUD to review CDBG grantees to determine if they
have carried out their CDBG assisted activities in a timely manner. As a result, HUD has
developed regulations that provide that an entitlement grantee will be considered to be
carrying out its CDBG program in a “timely” manner if, 60 days before the start of its
next program year, it has an amount of no more than 1.5 times its current grant available
to be disbursed from its CDBG line of credit. While this standard has been in place since
1988, if a grantee did not meet this standard, HUD had not pursued aggressive corrective
action.

By 1999, the amount of CDBG funds remaining unexpended in grantees’ lines of credit
due to the lack of timely expenditures was a growing concern to HUD, as well as to
Congress and the Government Accountability Office (GAO). In early 1999, there were
over 300 untimely grantees. The number of untimely grantees and the amount of funds
unexpended appeared to be continuing to grow. Failure of grantees to meet the standard
means that low and moderate income persons are not benefiting from the availability of
these funds. Therefore, as then Assistant Secretary for CPD, I established a grant
reduction policy for untimely CDBG grantees that was announced in the fall of 2001.

The policy operates as follows: when a grantee is first identified as untimely based on its
60-day test, it has one year (until the next 60 day test) to become timely. If, at the next
60 day test, the grantee again fails to meet the 1.5 standard, it will have its next grant
reduced by an amount equal to that by which it exceeded the 1.5 standard, unless HUD
determines that the untimeliness was due to factors beyond the grantee’s control.

Implementation of the timeliness policy has been extremely successful, resulting in
significant reductions in both the number of grantees that are currently untimely — from
over 300 to approximately 60, as well as the amount of CDBG funds above the 1.5
standard that is undisbursed in grantees’ lines of credit — from a high point of $370
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million, now down to roughly $30 million. The success of the policy is also evidenced
by the fact that only a few grantees actually face a potential grant reduction each year
(approximately 5 per year), and only a few grants have actually been reduced because of
a grantee’s failure to meet the standard. Grantees have been working more diligently to
complete activities in a timely manner and have improved the management of their use of
funds by reprogramming funds from slow-moving or delayed activities to one or more
other eligible activities that are ready to go. This is a win-win for HUD, the grantee, and
low- and moderate-income persons being assisted.

HOW CDBG FUNDS ARE MEASURED FOR EFFECTIVENESS

CDBG grantees have long reported on their use of funds and most have reported the
number of beneficiaries of such use. For many years in the 1990’s, a HUD contractor
input data from hard copies of Grantee Performance Reports (GPRs) into a database that
allowed HUD to aggregate information on the use of funds at the national level, generally
for the purpose of reporting to Congress.

HUD introduced use of the Integrated Disbursement and Information System (IDIS) for
reporting on CPD’s four formula programs in 1996. Grantees enter information directly
into IDIS on the activities they carryout with their CDBG funds and the accomplishments
they achieve, by activity. Also, because CDBG funds are drawn through IDIS,
information on funds disbursed, by activity, is readily available. The concept of IDIS
was and is a great idea: it links financial information, i.e., amount of funds used, with
actual accomplishments. It provides “real-time” information on a grantee’s program:
grantees can input data regularly and it is immediately available to HUD, rather than
HUD receiving a single document from each grantee approximately 90 days after the end
of the grantee’s program year. But, as could be expected with such an ambitious
undertaking, the development and implementation of this great idea has experienced
many difficulties and growing pains since 1996. For one thing, in HUD’s rush to move
the system into operation, HUD chose to use a tested but dated computer program
language. That legacy platform has made the system very difficult to change and update,
frustrating both HUD and our grantees.

Obtaining consistency in reporting and improving the quality of the data on CDBG
activities in IDIS has taken years because of both the large number of grantees and the
large number of activities that may be assisted under the CDBG program. The flexibility
of CDBG is of great importance to grantees because it allows them to use the funds in so
many different ways to address their needs. However, that flexibility also created
difficulty in getting consistency in accomplishments reported by individual grantees, but
HUD has made a concerted effort to address data quality in recent years.

Beginning in late 2001, HUD initiated an IDIS data clean-up effort that, while still on
going, resulted in great improvements to data during 2003 and 2004. HUD has also
added edits to IDIS to help prevent grantees from entering inaccurate CDBG data, and
issued written guidance for grantees on reporting CDBG accomplishments in IDIS. This
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was done primarily to help achieve better on-going consistency in reporting on the
various types of activities eligible to be assisted and to help grantees avoid double-
counting of accomplishments. These actions have improved the information available in
IDIS on the outputs achieved by grantees’ use of CDBG funds. Information on the
activities for which CDBG funds have been disbursed and accomplishments achieved are
now available, grantee by grantee and in national profiles, on HUD’s website.

HUD has contracted for the development of a more user-friendly IDIS, e.g., web-based
vs. mainframe, that will be more easily navigated by users and revised by HUD, as
needed, and will improve HUD’s data aggregation capabilities. This is a two-phase effort
and we plan the first phase to be ready to roll out by the winter of 2006. This will
represent a huge step forward in modernizing our information system. Beyond that is a
phase two improvement that will fully integrate the front-end application process and the
completion or reporting phase.

While this discussion has focused on HUD's statute and regulations, recent efforts have
focused more on the results and outcomes of these program dollars for communities. In
January 2003, CPD began an effort to encourage the development of performance
measurement systems by the recipients of CPD’s four formula grants: CDBG, the
HOME Improvement Partnership Program (HOME), Emergency Shelter Grants (ESG),
or Housing Opportunities for Persons with AIDS (HOPWA). During this process, input
was solicited from throughout HUD, including CPD field offices, and from public
interest groups to develop a CPD Notice that would promote performance measurement.

Because the CPD formula block grant programs promote maximum flexibility in program
design and since the use of these funds is driven by local choice, HUD believed that
performance based measurement systems should be developed at the state and local level.
For CPD’s broad-based formula grant programs, this offered new opportunities to
integrate grantees’ program evaluation responsibilities, program flexibility, and a need to
nationally evaluate program performance in addressing broad national goals and issues.

Reporting some program performance is not new to grantees; however, moving toward
more outcome-oriented measures will be a shift for most CDBG grantees. Grantees
regularly monitor their outputs and report them to HUD. The outputs are measured in
terms of what is produced (i.e. housing units, jobs created, persons served). The CDBG
program requires that each grantee submit a Consolidated Annual Performance and
Evaluation Report (CAPER) that describes the use of CDBG funds, together with an
assessment by the grantee of the relationship of the use of their formula funds to the
objectives identified in the grantee’s Consolidated Plan. The CDBG accomplishments
and disbursements are reported to HUD in the Integrated Disbursements and Information
System (IDIS) and are available to the public on HUD’s CDBG website.

CPD Notice #03-09 was issued in September 2003 to every program grantee. The notice
stated the rationale for radically improving our efforts in performance measurement. The
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notice served as a comprehensive introduction to the concept of performance
measurement and also described the benefits of substantiating results. It provided
information to help grantees begin developing their own local systems and gave examples
of common outcomes that grantees might be able to use for their own activities. The
notice also asked that grantees report their status in using or developing a performance
measurement system and so far, 246 grantees have reported using such systems and 225
are developing systems. This combined number indicates that about 43 percent of ail
CDBG grantees are in some stage of being able to show the results of their CDBG
program expenditures. Thus, much work remains.

Following the issuance of the notice, a working group of stakeholders, organized by the
Council of State Community Development Agencies (COSCDA) and made up of grantee
representatives from key national housing and community development associations, as
well as HUD and the Office of Management and Budget (OMB), began working to
develop outcome measures for the CPD formula block grant programs. The effort, which
began in March 2004 and continued until November, formed the basis for a proposed
outcome performance measurement system. We will be publishing a notice with the
proposed system in the Federal Register shortly. The publication solicits input and
comments, particularly from grantees, on the implementation of this system and its
inclusion in IDIS.

The proposed outcome performance measurement system has three overarching
objectives: (1) Creating Suitable Living Environments, (2) Providing Decent Affordable
Housing, and (3) Creating Economic Opportunities. There are three outcomes under each
objective: (1) Availability/Accessibility, (2) Affordability, and (3) Sustainability. Thus,
the three objectives, each having three possible outcomes, will produce nine possible
“outcome/objective statements” within which to categorize the formula grant activities.
Grantees will complete an outcome/objective statement in IDIS by entering data in the
form of an output indicator. The system also provides enriched data that will allow
grantees and HUD to tell a more complete story on the results of the formula funding.
The goal is to have a system that will aggregate results across the broad spectrum of the
formula grant programs at the city, county and state levels. Such a system is necessary for
HUD to be able to demonstrate how activities, funded by the CPD formula programs,
achieve department-wide goals in housing, community development, and economic
development. Thete are numerous and mutually valid ways to measure performance, and
the system developed by the working group maintains the flexibility of the block grant
programs, as the objectives were determined by the grantees based on the intent of the
project and activity. While program flexibility is maintained, the system offers a specific
menu of objectives, outcomes and indicators so that reporting can be standardized and the
achievements of these programs can be aggregated to the national level.

“Developing Performance Measures for the Community Development Block Grant
Program,” a report prepared by a Panel of the National Academy of Public
Administration (NAPA) for HUD’s Office of Community Planning and Development,
was released in February 2005.  The report emphasized that adopting a performance
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measurement system for CDBG is a daunting task, and recognized the work being done
by the stakeholders in the working group and endorsed that initiative.

The NAPA report also acknowledged that it is extraordinarily challenging to craft a
performance measurement system for the CDBG program, as well as other block grants,
which promote flexible investment in people, places, and organizations, based on locally
determined needs. Developing and implementing such a system involves reconciling
conflicting views about what should be accomplished locally and what national goals
might be, given the statutory flexibility of the program. Moreover, practical and
technical issnes must be resolved. The report said that perhaps the most important
challenge is to distinguish between performance information that can be realistically
reported by state and local grantees, and the net impact information that only nation-wide
studies can produce.

Also, to help community development grantees better assess their performance in
carrying out community development programs, HUD’s Office of Policy Development
and Research commissioned a report to identify and document promising performance
measurement practices in a small number of jurisdictions. Five communities that have
developed systems to measure and assess performance were studied. They are very
different in terms of jurisdiction size, community development objectives, and experience
with performance measurement. The report also stated that community development is
among the most difficult of enterprises in which to gauge success, mirroring the NAPA
statement; however, the report concluded that both the agencies that administer programs
and the communities that benefit from them will be better off with good performance data
and informed decisions based on that information. The report then provided detailed
descriptions of the methods each of the jurisdictions use to show results.

CONCLUSION

These hearings have focused attention on CDBG, and on how best to deliver increasingly
limited federal dollars for community and economic development for the greatest results.
The two things I believe we must do are face the question of how to increase the formula
and local targeting of community development funds to areas of greatest need and
continue to make advances in performance measurement. The Administration is
committed to improving the way we track performance and show results either through
the CDBG program or the proposed Strengthening America’s Communities Initiative.
We can and must continue to improve and do better. I am pleased to have had the
opportunity to meet with you, I thank you for your time and support of our efforts, and 1
look forward to your questions and suggestions.
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Mr. TURNER. Thank you, Mr. Secretary.

First off, let me begin by recognizing the accomplishment that
you noted in your testimony of the issue where communities were
not expending their funds in a timely manner. Your efforts to ob-
tain compliance from communities, working with them and making
certain that the funds were expended timely, and that you looked
toward a greater enforcement of that requirement clearly showed
results, and you ought to be commended for that effort.

Mr. BERNARDI. Thank you. We are very proud of that.

Mr. TURNER. We began this series of CDBG hearings with the
notation that the PART performance measurements had indicated
that CDBG did not have a clear purpose as a program. And I am
going to read the first assessment under PART of CDBG, where it
says: “Is the program purpose clear?” It says: “The program does
not have a clear, unambiguous mission. Both the definition of com-
munity development and the role CDBG plays in that field are not
well defined.”

Much of the testimony that we are going to receive today, like
yours, describes ways in which we can track or measure the activi-
ties undertaken through CDBG. The PART performance measure-
ment, however, begins by saying that the purpose of the program
is not clear and that, as a result of that flaw, mere measurement
or study of the expenditure of CDBG may not be the answer. In
fact, from this the justification of the Strengthening America’s
Communities proposal came forward.

Do you think we just need a better system to track effectiveness,
or do you think the program itself could be made more effective,
thereby producing data that would show its having an impact on
communities?

Mr. BERNARDI. Well, the PART score that we receive from OMB,
there were four sections to it, and as you pointed out, Mr. Chair-
man, the program purpose and design we received a zero score.
Candidly, the program purpose and design I think is spelled out in
the Community Development Block Grant Act of 1974. The pro-
gram was meant to be utilized by local officials with determination
after a tremendous amount of community input as to how best they
would utilize those resources, and there were seven fundamental
areas in which those resources would be used with another 25 indi-
cators. So it is a ver